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BEFORE THE
I LLINO S COMVERCE COW SSI ON

I LLI NO S | NDEPENDENT TELEPHONE ) DOCKET NO.
ASSQOCI ATl ON

i nvestigation of the necessity of
and the establishnent of a

Uni versal Service Support Fund in )
accordance with Section 13-301(d) )
of the Public Uilities Act. )

)
)
Petition for initiation of an )
)
)

| LLI NO S COVWERCE COW SSI ON ) DOCKET NO.
On Its Owmn Modtion

I nvestigation into the necessity
of and, if appropriate, the

est abl i shnent of a Universal
Support Fund pursuant to Section
13-301(d) of the Public Uilities
Act .

Springfiel d, Illinois
June 20, 2001

Met, pursuant to adjournnent, at 9:30 A M
BEFORE:
MR DONALD L. WOODS, Exami ner
APPEARANCES:
MR DENNI S K. MJUNCY
306 West Church Street
P.O Box 6750
Champaign, Illinois 61820-6750
(Appearing on behalf of the Illinois
Tel ephone Associ ati on and vari ous

i ndi vi dual tel ephone conpanies of
record)
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APPEARANCES: (Cont " d)

MR TROY A. FODOR
913 South Sixth Street
Springfield, Illinois 62703

(Appearing on behal f of various
i ndi vi dual tel ephone conpanies of
record)

M5. CHERYL HAM LL

222 st Adans

Sui te 1500

Chicago, Illinois 60606

(Appearing on behal f of AT&T
Conmuni cations of Illinois, Inc.)

MR MATTHEW L. HARVEY

MR SEAN R BRADY

MS. MARGARET T. KELLY
160 North La Salle Street
Suite C-800

Chicago, Illinois 60601

(Appearing on behalf of the Staff of the
[1linois Comerce Conmm Sssion)

M5. NANCY J. HERTEL
225 West Randol ph

HQ 25D
Chicago, Illinois 60606

(Appearing on behal f of Ameritech
[11inois)

SULLI VAN REPORTI NG COVPANY, by
Cheryl A. Davis, Reporter, CSR License #084 -001662
Carla J. Boehl, Reporter, CSR License #084 -002710



10

11

12

13

14

15

16

17

18

19

20

21

22

APPEARANCES: (Cont " d)

MR DAVID A\ |RWN

M5. LORETTA GARCI A

[rwin, Canpbell & Tannenwald, P.C.
1730 Rhode Island Avenue, N W
Suite 200

Washi ngton, D.C. 20036-3101

(Appearing on behalf of Multrie
| ndependent Tel ephone Co npany)

MR JCHN E. ROONEY
Sonnenschi en, Nath & Rosent ha
233 Sout h Wacker Drive

8000 Sears Tower

Chicago, Illinois 60606

(Appearing on behalf of Verizon North
Inc. and Verizon South Inc.)

MR GARY L. SMTH

Loewenst ei n, Hagen, Cehlert & Smth, P.C
1204 South Fourth Street

Springfield, Illinois 62703

(Appearing on behal f of various
i ndi vi dual tel ephone conpanies of
record)

MR DARRELL TOMNSLEY

205 North M chi gan Avenue
Suite 3700

Chicago, Illinois 60601

(Appearing on behalf of M
Wor | dcom | ncor por at ed)
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By M. Brady

By M. Irwin
EDWARD C. BEAUVAI S

By M. Rooney

By M. Fodor

By M. Smith

By M. Mincy

By M. lrwn
JUDI TH R MARSHALL

By M. Brady

By M. Fodor

By M. lrwin
THOVAS Q SM TH

By M. Brady

By M. Smith

By M. Irwin

By Exam ner Wods
ROCHELLE LANGFELDT

By M. Brady

By M. Smith

By M. Irwin
ALAN S. PREGOZEN

By M. Brady

By M. Smith

By M. Fodor

By M. Irwin
GENI O STARANCZAK

By M. Harvey

By M. Rooney

By M. Smith

By M. Irwin

By M. Mincy

By M. Fodor
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I NDE X

W TNESSES DI RECT CROSS REDI RECT RECROSS
SENATOR FRANK C. WATSON

By M. Fodor 503
TORSTEN CLAUSEN

By M. Harvey 507

By M. Mincy 509

By M. Fodor 514

By M. Irwin 516
J. THOVAS O BRI EN

By Ms. Hertel 518

By M. Fodor 520

By M. Mincy 521
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EXH BI TS MARKED
ICC Staff 7.0 & 15.0 360
Leaf R ver 2
Verizon 4.0 & 5.0
ICC Staff 14.0 398
ICC Staff 6.0, 6.0S, 16.0 405
Verizon 4.1, 4.2, 4.3 437
Gafton 1 437
Gafton 3.0 Cof P &4.0 Cof P 437
Gidley 1 &3 437
Gidley 8.0 Cof P 437
Harrisonville 1 & 4.0 437
Harrisonville 3.0 /5.0 Cof P 437
Hone 1.0, 2.0, 3.0 437
Hone 4.0 & 5.0 OCof P 437
Metanora 1.0 437
Tonica 1 437
ICC Staff 8.0 438
ICC Staff 5.0 & 13.0 446
ICC Staff 3.0 & 9.0 459
Leaf R ver 4 502
Hone Tel ephone Co. 6.0 505
Staff 4.0 & 10.0 509
Aneritech Illinois

2.0 & 2.1 517

ADM TTED

369
360
374
400
409

440
450
463
505

509

520

359
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PROCEEDI NGS
(Whereupon | CC Staff
Exhibits 7.0 and 15.0 and
Leaf River Conpany Exhibit 2
were mar ked for
identification.)

EXAM NER WOODS: Back on the record.

This is Dockets 00-0233 and 00-0335
Consol i dat ed.

W do have witnesses avail able for cross
today. There are two housekeeping matters to
address before we turn to the cross-examni nation.

First, | believe M. Smith has testinony
supported by affidavit that he wi shes to introduce
at this time. M. Smth.

MR SM TH: Yes, Judge. | have Leaf River
Conpany Exhibit 2, together with the attached
schedul es and an attached affidavit of Katherine L.
Barney that | ask be admitted.

EXAM NER WOODS: W't hout obj ection.

(Wher eupon Leaf River

Conpany Exhibit 2 was
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recei ved i nto evidence.)
EXAM NER WOODS: I n addition, in conversation
had before begi nning today, M. Fodor, M. Smith,
and M. Rooney have indicated to ne that they have
reached a neeting of the mnds on which portions of
the rebuttal testinony of the various conpanies
were subject to the ruling on the notion to strike.
Wth that in mnd, | have asked themto
prepare two copies of that testinony, one of which
will be marked as an exhibit and will sinply have
the portions that they have agreed are subject to
the motion to strike stricken out by crossing or
some other means. It doesn't necessarily have to
be copied with the portions renoved. Sinply
striking themout on the face is sufficient. In
addition, they'll prepare a second clean copy with
not hing stricken out that will be marked as an
of fer of proof since the offer of proof for each
Wi t ness has been accepted in this docket.
MR SMTH: Well, Judge, let ne clarify that.
EXAM NER WOCDS:  Sure.

MR SMTH: | nmean | don't have any agreenent



10

11

12

13

14

15

16

17

18

19

20

21

22

362

with M. Rooney. He has already admtted on the
record what he has addressed his notion to strike
to.

EXAM NER WOCDS:  Yes.

MR SMTH Wth that in mnd, we'll furnish
the copies in the format that you' ve asked.

EXAM NER WOODS: Ckay. If that's different
than what | just said, that's fine.

MR SMTH: Didyou admt ny exhibit, please?

EXAM NER WOCDS:  Yes.

MR. SM TH: Thank you

EXAM NER WOODS: | believe M. Fodor also
want ed to address one issue concerning the notion
to strike. M. Fodor

MR FODOR: Just for the record, | intended
for the response to the notion to strike to al so
serve as a request for leave to file the rebutta
testinmony that's in question, and there is a
paragraph in there that suggested that cross of
those witnesses could take place either next week
or the following week. It is ny belief that that

woul d not necessarily have to delay the briefs or
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the ultimate outcone of this proceeding, and I
woul d ask | eave at this tine.

EXAM NER WOODS: ['mjust really confused as
to what you're asking ne.

MR. FODOR: Basically I'masking for |eave to
file the testinmony which has al ready been fil ed and
whi ch has been subject to the notion to strike, and
I " masking you to continue the hearings after
they're conpl eted on Thursday or Friday to a date
to be deter m ned, either next week or the follow ng
week but prior to the due date for the first brief,
for cross-exam nation of those w tnesses.

EXAM NER WOODS: Ckay. Well, that's denied

M. Smth?

MR SMTH:. Yes. Wth regard to the notion to
strike, | have a couple of additional matters.

I would like to, in support of ny
notion, offer an affidavit of M. Petrouske into
the record. | furnished a copy to M. Rooney and
al so furnish you with a case, Commerce Comnm ssion
agai nst Operator Comunications, Inc., that

addresses the rights of a party to present evidence
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and be heard under the rules, under the
Adm nistrative Procedure Act. |' mnot going to
reargue the notion.

EXAM NER WOODS:  Ckay.

MR SMTH But | would like to have those
consi dered as part of ny response and, if need be,
reconsi deration by you of your prior ruling.

EXAM NER WOODS:  |'Il certainly take a | ook at
the case during a break.

MR SMTH: Do you want the affidavit?

MR ROONEY: [|I'mprepared, if you want to hear
areply, toreply right now

EXAM NER WOODS: Let me | ook at the case
first.

(Whereupon M. Smith
provi ded said docunent to
Exam ner Wods.)

EXAM NER WOODS:  Anyt hing el se? Ckay. |
think we're ready for w tnesses.

Are there any witnesses who intend to
testify today that weren't here yesterday to be

sworn in? M. Voss. Anyone else? Anyone who
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intends to give testinony, would you pl ease rise.
(Wher eupon two w t nesses
were sworn by Exam ner
Whods.)
EXAM NER WOODS: Thank you. Be seated
Staff.
BILL L. VCSS
called as a witness on behalf of the Staff of the
[1'linois Commerce Conmi ssion, having been first
duly sworn, was examned and testified as foll ows:
DI RECT EXAM NATI ON
BY MR BRADY:
Q CGood norning, sir. WIIl you please
i ntroduce yourself for the record and spell your
| ast nane?
THE W TNESS:
A My name is Bill L. Voss. M last nane
is spelled V-O- S-S.
Q And your enpl oyer is?
A The Illinois Commerce Conmi ssion
Q And what is your position with the

Illinois Comrerce Comm ssion?
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A Subsequent to the preparation of this
testinmony | became the Technical Assistant to the
Director of the Financial Analysis Division.

Q And you prepared testinony for this
proceedi ng, did you not?

A Yes, | did.

Q And do you have a docunent in front of

you right now?

A Yes, | do.

Q And do you recogni ze that docunent?

A Yes, | do. It is entitled ICC Staff
Exhibit 7.0. It consists of questions and answers

in narrative format consisting of 27 pages foll owed
by schedul es, and the schedules run from?7.01
through 7. 21.

Q And was that prepared by you or under

your supervision?

A Yes.

Q Are there any corrections to that
docunent ?

A No.

Q If we asked you those questions that are
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in that docunent today, would your answers be the

same?
A Yes, they woul d.
Q M. Voss, you also have anot her docunent
in front of you. | believe its Exhibit 15.07
A That is correct.
Q Can you describe that docunent, please?
A Yes. This docunent consists of updated

schedul es for the conmpani es which | have prepared
schedules for in ny Staff Exhibit 7.0. | can
descri be these schedul es and the updates that |
have made further, if | may.

Q Yeah. Can you generally describe what
the updates were, please?

A Sure. After reviewing the rebuttal
testinmony of 11 TA witness Schoonmaker, I1TA Exhibit
4, at pages 63 through 67, | have nodified ny
adjustmments for changes in federal funding to only
the changes in the H gh Cost Loop Fund support.

The anmounts for the changes in the Hi gh
Cost Loop Fund were cal cul ated under ny direction.

These anounts agree with Attachnent 6 of 11 TA
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Exhibit 4. | have used Attachnent 6 of IITA
Exhibit 4 as ny reference for ny adjustnents for
changes in the H gh Cost Loop Fund support. These
nodi fi ed adj ustnents are also included in the
schedul es prepared by Staff witness Smth that wll
be introduced |later as I1CC Staff Exhibit 16.

Additionally, after review ng the
rebuttal testinony of Frontier Conpanies' wtness
Phillips, Frontier Conpanies Exhibit 2.0, |
i ncluded M. Phillips' proposed adjustnments for the
depreci ation reserve for Frontier Communications of
Depue, which was presented on page 2 of Frontier
Conpani es Schedul e 2.06; also, for Frontier
Conpani es of Illinois, which was presented on page
2 of Frontier Conpanies Schedule 2.01, and also for
Frontier Conmuni cations - Prairie, which was
presented on page 2 of Frontier Conpani es Schedul e
2.04.

After further discussions with
M. Phillips, | included adjustnments for the
bal ances of accunul ated deferred i ncone taxes to

reflect the amounts shown on Frontier Conpanies
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Schedul e 2. 10.

Q So Schedul e 15.0 was created by you or
under your direction?

A Yes.

VMR BRADY: At this tinme, Your Honor, we'd
like to nove to enter Staff Exhibits 7.0 and 15.0
into the record and tender the w tness for
Cross-examni nation.

EXAM NER WOODS:  (bj ections? The docunents
are admtted w thout objection.

(Whereupon | CC Staff
Exhibits 7.0 and 15.0 were
recei ved into evidence.)

EXAM NER WOODS: The witness is available for
Cross.

MR MUNCY: Go ahead.

MR FODOR | don't have any.

MR ITRWN:. | have one question.

EXAM NER WOODS:  Ckay.

MR ITRWN: If nobody el se does.
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CROSS EXAM NATI ON

BY MR | RWN
Q Good norning, M. Voss. To your
know edge -- well, you know yoursel f, but have

ei ther you or to your know edge any ot her menber of
the Il linois Commerce Conmission Staff been in
contact by tel ephone or otherwi se with nenbers of
the Federal Communi cations Conmi ssion or the
Nat i onal Exchange Carrier Association respecting
the pending petition for declaratory ruling by
Moultrie Independent Tel ephone Conpany before the
Federal Conmuni cati ons Conmi ssion?
A Could I have that reread, the beginning
of it, please?
(Wher eupon the requested
portion of the record was
read back by the Court
Reporter.)
A No.
MR ITRWN:. Thank you. No further questions.
MR, MUNCY: If | have questions for M. Voss,

| need to have sone people | ook at these revised
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schedul es, but | don't know that | have any
guestions, but 1'mgoing to need to have the
opportunity to do that.

EXAM NER WOODS: Okay. Well, | understand
that based upon the necessity of answering
Conmi ssi oner Kretschner's questions, M. Voss is
subject to recall today or tonorrow, so | think he
will be available to answer those questions at that
time.

MR. MUNCY: Thank you

EXAM NER WOODS: Ckay. Anyone el se?

MR. FODOR  No questions

EXAM NER WOODS: Okay. Thank you, M. Voss.

THE WTNESS: Thank you
(Wtness excused.)

MR, BRADY: Your Honor, could we go off the

record for a second?

EXAM NER WOODS:  We are off the record.
(Whereupon at this point in
the proceedi ngs an
of f -the-record di scussion

transpired.)
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EXAM NER WOODS: Back on the record.
M . Rooney.
MR, ROONEY: Thank you.
EDWARD C. BEAWVAI S
called as a witness on behalf of GIE North Inc. and
GIE South Inc., having been first duly sworn, was
exam ned and testified as fol |l ows:
DI RECT EXAM NATI ON

BY MR ROONEY:

Q CGood norning. M. Beauvais, could you
state your nane and spell it for the Court
Reporter?

THE W TNESS:

A My nanme is Edward C. Beauvais. The | ast

name is B-E-A-U V-A-|-S
Q M. Beauvai s, by whom are you enpl oyed?
A I'"menployed by -- it's going to cone
out GIE a |l ot today, but I'm enployed by Verizon.
Q M. Beauvai s, do you have before you a
docurent entitled Rebuttal Testinony of Edward C
Beauvai s dated May 11, 20017

A Yes, | do.
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MR, ROONEY: And for purposes of the Court
Reporter and the record, that has been nmarked as
Verizon Exhibit 4.0.

Dr. Beauvais, was this testinony
prepared by you or soneone on your behal f.

A It was prepared by ne.

Q And if | asked you the sane questions
that are found within that docunent, would your
answers be the sane?

A Yes, sir, they woul d.

Q And in addition to the testinony there

are three attachnments that are attached to your

rebuttal testimony. |Is that correct?
A Correct.
Q Ckay.

Turning to another document that's
entitled the Reply Testinmony of the Edward C.
Beauvai s and that has been identified as Verizon
Exhibit 5.0 and dated May 31, 2001, do you see that
docurent in front of you?
A Yes.

Q Was that docunent prepared by you or
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someone on your behal f?

A Yes, it was.

Q And if | asked you those sanme questi ons,
woul d your answers be the sane?

A They woul d.

MR ROONEY: Wth that, I would nove for the
adm ssion of Verizon Exhibits 4.0 and 5.0 and offer
Dr. Beauvais for cross-exam nation.

EXAM NER WOODS:  Any obj ections? The
docunments are admitted wi thout objection

(Wher eupon Verizon Exhibits
4.0 and 5.0 were received
into evidence.)

EXAM NER WOODS: The witness is available for
Cross.

MR FODOR: | have a few questions, sir.

EXAMI NER WOODS: M. Fodor.

THE WTNESS: Good norning, sir.

CROSS EXAM NATI ON.
BY MR FODOR:
Q In case you don't renenber from

yesterday, |'m Troy Fodor. | represent a couple of
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the smal | conpani es.

A Yes, sir.

Q My first question, sir, is have you ever
been enpl oyed by a rural tel ephone conpany in a
managenent position?

A Vll, | used to argue that GIE was a
coalition of small urban and rural tel ephone
conpani es that just kind of aggregated into one big
one. If that neets your definition of rural, then
yes; if not, no.

Q Ckay. Does that neet the FCC s
definition of rural telephone conpany?

A There are certainly rural exchanges out
there, but we would not fall under the definition
of rural conpanies, although we do have f ormer GIE
conpani es that have been classified by state
conmi ssions in sone states as rural

Q That's a fair answer. Thank you

Sane question with respect to have you
been enpl oyed by a rural conpany in an operations
capacity?

A Wth this body, | don't clinb tel ephone
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pol es.
(Laught er)
No, sir.
Q Actually I wasn't thinking about
clinmbing poles. | was thinking about nmaybe

purchasing materials, maybe hiring contract |abor
anyt hing of that nature.

A I've selected consultants and things
like that, yes, but not in the sense that you were
asking I think.

Q Ckay. |If | asked you the sane questions
about small conpanies, would your answers be
basically the same?

A They' d be fundanentally the s ame, yes.

Q And if | were to ask you, you know,
whet her you' ve been in various small exchanges
around the state where ny clients serve, would you
probably have been there or not, so that | can
deci de whether to waste the court's tine?

A | have probably been in sonme of them
yes.

Q Have you been in St. Jacob?
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A I woul dn't even known where St. Jacob

is, to be honest.

Q Ckay. Have you been in Waterl oo?

A Bel giumor --

Q No, Waterl oo, IIlinois.

A No, sir.

Q How about Grafton? They have a nice

wat er park there.

A I may have actually been in G afton,
Vi ol a probably, Abington, Tuscola, dinton,
Jacksonvill e, Springfield, Bloom ngton-Nornmal.
Evanst on probably doesn't count as small or rural
and neither does Chicago, and that's probably about
the extent of where |I've spent ny tinme in Illinois.

Q Ckay. |If you were in Gafton, did you
use a phone in Gafton at the tinme?

A Probabl y.

Q Do you renenber having any problens with
their service?

A I'"msure they provided wonderf ul
servi ce.

Q Thank you.
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I guess | probably ought to get to ny
substanti ati ve question then, huh? If you can --
oh, | don't have the page nunber marked. Can you
find it for nme in your what's titled rebuttal
testinmony? | think in the schene of things it
woul d have been the first testinmony you filed in
thi s round.

A The May 11th testinony?

Q The May 11th testinmony, yes. There's a
section in there where you tal k about the breakdown
of your affordable rate being 16.99 base and 5. 24
usage.

A Yes, sir. | renmenber the nunbers.

MR ROONEY: It's on page 10.

A Page 10, yeah.

Q Ckay. M questi on is specifically with

respect to the calculation of the $5.24 usage.

A Yes, sir.
Q Imredi ately after the reference, and |I'm
focusing on lines -- let's see --

MR SM TH 195 and 196.

Q Yeah, 195 through 197.
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A Ckay.

Q kay? |s there a statenent on |lines 195
through 197 that indicates that there is sone
Internet dial -up usage in this 5.24?

A Not that |'maware of. Wien | asked the
calculation to be nmade, | asked that, you know, to

the extent possible could we exclude Internet dial -

up usage.
Q Ckay.
A Since you don't al ways know t he nunber,

some of it may have gotten in there, but | don't
think so because it would translate to roughly 100
calls, sonmewhere around 400 minutes a nonth, which
woul d be somewhere around what you'd expect of a
typical residential, one-party custoner usage.

Q So then what's the purpose of the
statement that we're referring to on |lines 195
through 197 that the nunmber would actually go up
because of dial -up Internet?

A It could very well. If you recall the
hi story of the debate between |ILECs, CLECs, | SPs,

FCC, and state comm ssions, a nunber of state
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commi ssions, | believe Illinois included, at one
time had considered Internet -bound traffic to be
I ocal, in which case reciprocal conmpensation would
have had to have been paid. The FCC has recently
again stated that that stuff is interstate, but
they al so kind of included a step-by-step gui de how
to appeal their decision, so it is, indeed,
possible to win that back as a |local after the
appeal process, so | kind of put it in there to
CYA.

Q That was actually ny point, M. Beauvais
-- Dr. Beauvais. |I'msorry. Just for the record
isit not, in fact, the position of Verizon that
di al -up tel ephone calls to the Internet would not
be local traffic?

A They would not be local traffic. W' ve
al ways mai nt ai ned that.

Q Ckay. | thought so.

Let's see. | think I've got one |ast

guestion for you, if you can turn to page 6 of the
same testinony.

A I"msorry. Page 6 of the same
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testi mony?

Q Page 6 of the same testinony. Basically
on lines 91 through 102 you're responding to a
guestion, and you're suggesting that maybe the
smal | compani es coul d have done nore to alleviate
the probl ens.

A They coul d have certainly initiated some
process. Wiether they could have done it in the
time frame and conpleted it in the time frame is a
different matter.

Q Ckay. Well, | don't want to be too
confrontational, but I have a few questions.

A Ckay.

Q Do you have any specific recomendations
for how a conpany with 1,000 access lines could
make up $600, 0007?

MR ROONEY: | would just -- is this a
hypot hetical or is this --

MR FODOR: W could either give a
hypot heti cal or | can nane the conpany.

MR ROONEY: kay. |If it's in the record,

that's fine. | just don't recall that.
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MR FODOR | believe there's a basis in the
record, Your Honor.

EXAM NER WOODS:  Ckay.

A How t hey coul d generate additional
dol l ars? Depending upon the price that this 1, 000
line conpany is right now, one could certainly
rai se the basic local rate. After all, any
(inaudible) estimates of price elasticities for
| ocal rates is very elastic, suggesting that if
you, in fact, raise the price, you will generate
additional revenues with relative little fall-off
in quantity of the custoners.

Q Do you have any idea what kind of a rate
increase it would take for a 1,000 access line
conpany to rai se $600,000 with that mnethod?

A Di vi de 600, 000 by 1, 000.

Q Vll, | thinkit's --
A Not taking into account price
elasticities, but, and again, once again, | have

never stated that that was what woul d be required.
Q And that's the purpose of ny |line of

guestioning, just to see what you are suggesting.
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A VWhat we have suggested is or |'ve
suggested is that Verizon rates are currently
approxi mately 22 bucks a nonth for a residence
customer. That in order to -- in a nmanner above
equity deficiency, the smaller compani es shoul d
raise their or attenpt to raise their rates to that
level, and if there's any shortfall of revenue
requi rement essentially over and above that amount,
we have not objected to funding that on a USF
basi s.

Q So then assum ng the small conpani es get
up to whatever the Conmission says is the
affordable rate level, you would think that the
addi tional deficiency froma rate of return/revenue
requi rement standpoint would be an appropriate
f undi ng?

A | believe under the ICC s current
gui delines, that is how the mechani smwoul d worKk.
| believe the mechanismwould require a
denonstration of forward-|ooking costs, not just
traditional revenue requirenent, but fundanentally

that's correct.
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MR, FODOR: Ckay. Thank you. That's all
have.

THE WTNESS: Yes, sir.

EXAM NER WOODS: M. Smith.

MR SM TH:  Yes.

CRCSS EXAM NATI ON

BY MR SM TH:

Q In your testinmony that's shown as
Verizon Exhibit 4 and in the cal cul ati on of your

proposed affordable rate you make reference to |ess

dense Verizon exchanges in Illinois. 1s that
correct?

A Yes, sir.

Q And coul d you el aborate a little bit

about what you mean by that ternf

A Verizon has classified it' s exchanges in
I[Ilinois as either Class A or Oass B exchanges for
pur poses of deaveraging. The C ass A exchanges are
basically I think the six |argest exchanges in the
state served by Verizon.

Q Do you recall what they are?

A Bl oom ngton --
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Car bondal e?

Car bondal e sounds like it would be on

the list. | believe Jacksonville, Freeport --
Q Mari on and DeKal b?
A Sounds ri ght.
Q Those are the six. |Is that correct?
A | believe that's correct.
Q Al right. And then all other Verizon
exchanges in Illinois are what you call O ass B?
A They woul d be C ass B exchanges, and

those are the ones that | referred to as the |ess
dense.

Q And when you use the terml ess dense,
were you limting it to only Illinois Verizon
exchanges or were you extrapolating to other states

with Cass B?

A The Cass B is Verizon North in
[11inois.

Q Only.

A Yes, sir.

Q Ckay

Now, with regard to the proposed
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affordabl e rate, does your $22 price include 9-1-1
servi ce?

A It includes access to 9-1-1 service.
Once you pay the nonthly recurring 16.99, that
custoner has the ability, assum ng the county or
city, municipality has an arranged for 9-1-1

service, if you dial 9-1-1, you will get it.

Q Ckay. So that's included in that price.
That's all I'mtrying to --
A The access to it, yes, sir.

Q Al right.

MR ROONEY: Can | just clarify? Are you
tal ki ng about the surcharge or the access to?

MR. SM TH: The sur char ge.

A Ch. No, not at all. The nunicipality
may ask Verizon or essentially will ask Verizon to
collect that as an additional itemon their bill

Q Al right. So just so the record is
clear, there is an additional charge to Verizon
custoners for the 9-1-1 surcharge above and beyond

your proposed $22 affordable rate.
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Q And is the sane true with regard to a

federal subscriber |ine charge?

A The subscriber | ine charge would be in
addi tion.
Q Al right. And how about taxes? Taxes

woul d be in addition to your proposed affordable

rate as well. Correct?

A Yes, sir

Q Does it include a state subscriber line
char ge?

A I don't believe Verizon has a state

subscriber |ine charge.

Q But | 'm aski ng about your proposal, your
proposed affordable rate of 22

A If the smaller conpanies do not have a
current state subscriber line charge or it is
billed separatel y and not included in your rates
l[ike it is ours, then it would not include that as
wel | .

Q And touch-tone service, does it include
a charge for touch-tone service?

A The 16.99 does include touch-tone
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servi ce.

Q Do you know how many exchanges there are
in dass Bin Illinois for Verizon?

A Vel |l in excess of 400 | believe.

Sonewher e around 450, 460, sonewhere in that range
I think, which would have an average R-1 |line count
of about 1,000 |ines per exchange on average.

Q O her than pol e sharing, does Verizon
share facilities with any other utility?

A We certainly share facilities with other
utilities. | cannot tell -- | would suspect sone
of them may be conduit, but | don't know that.

Q You are aware that there are pole
facilities sharing?

A | have been infornmed that there is

sharing of poles, yes, sir.

Q But beyond that, you don't know.

A | don't know.

Q And is that pole sharing in the dass B
exchanges?

A I would think that it is, but, again,
that woul d have to be subject to check. It would
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also be in dass A as well.

Q You're certain it's in Cass A?

A I"mfairly confident it's in Oass A
but, once again, that would have to be subject to
check.

MR SMTH: No further questions.

EXAM NER WOODS:  Anyone el se? M. Mincy?

MR, MUNCY: Briefly.

CRCSS EXAM NATI ON

BY MR MJINCY:

Q Dr. Beauvai s, you discuss inplenmentation
i ssues or administration issues in your initial set
of testinony, and, as you know, M. Schoonmaker has
addressed those kinds of issues as well, and we're
somewhat concerned about how the fund is going to
be administered and howit's going to be rapidly
i mpl enented. You tal k about an industr y working
group in your testinmony. Do you envision that
group being del egated specific authority? How do
you envi sion that working?

A I'"lIl say it may be easier and nore

rapid, given the time frame of Septenber 1st for
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the funding, that if a group of individuals could
get toget her fromthe conpani es and agree which
informati on was to be exchanged with the fund

adm ni strator and how, that it mght be easier to
do that within the industry group than the forma
proceedi ng t hrough the Comm ssion, just to get to
your fund as rapidly as possible.

Q And there would have to be an identified
source of data in order for the fund adm nistrator
what ever size of the fund that is determned, to be
able to bill the funding carriers if the
Conmi ssion, for exanple, decides that the funding

met hodol ogy shoul d be on intrastate retail

revenues.
A Yes, sir, | would agree with that.
Q If the Comm ssion determ nes that there

shoul d be an end-user surcharge on custoner bills
in connection with this, is the Comm ssion going to
have to set the amount of that surcharge or is that
somet hing that should be del egated to the

adm ni strator since the amount could not be

determned until the whatever intrastate retai
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revenues were being used as a base was known?

A I guess | would envision it that the
fund adm nistrator, after getting all the
information fromall the carriers and Conm ssion
determ nation of fund size, would calculate
what ever the percentage surcharge mght be and then
bring it back to the Commission and say this is the
rate, and the Commi ssion would essentially state

that's the rate to be applied.

Q In light of the inplenentation problens
and the need to do it rapidly, I mean is that
somet hing that you believe that -- are you

recomrendi ng a procedure that would require yet

anot her Comm ssion order before fund inplenmentation
coul d occur or sinply determ ning a nmechani sm by
which it could occur?

A | believe that actually com ng out of
this proceeding the Conm ssion could say this is
how we will do it, and so when you bring the --
when the fund admi nistrator brings the reconmended
rate back to the Comm ssion, the process has

al ready been approved, and it would just be a
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matter of the Commi ssion saying okay, that's the
nunber .

Q And so if the Comm ssion -- would you
agree that the Conm ssion needs to nake those kind
of determinations in this order so that the
admi ni strator that is chosen has clear direction
about how to proceed in order to allow for rapid
i mpl ement ati on?

A Gven the time frane involved, | believe
the answer has to be yes.

MR SMTH:. I'msorry. Wre you t hrough?

MR, MUNCY: 1'mthinking.

MR SM TH: Ckay.

MR. MUNCY: That's all the questions | have.

EXAM NER WOODS: M. Smith.

CROSS EXAM NATI ON

BY MR SM TH

Q Dr. Beauvais, | forgot to ask you a
nonent ago, does your proposed affordable rate
i nclude a charge for |1TAC?

A I believe the ITACis a separate line

item and woul d not be.
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Q Do you know, are the rates for your
Cass A and O ass B exchanges different or are they
the sane?

A The usage rates are the sane. The line
rates in the O ass A exchanges are a dollar cheaper
per |ine per nonth.

Q Wul d the revenue in O ass A exchanges
be used to support the O ass B exchanges?

A Are there internal cross-subsidizations
in the rates?

Q Yeah.

A There could very well be, especially
with large volune users and vertical services.

Q Your business and your residential rates
are the sane, are they not?

A R-1 and B-1 rates are the sane, yes,

Q And that's for --
For Class A and Class B. Class Ais the
sanme. Resi dential custonmers and busi ness custoners
pay the same nonthly recurring charge, and the same

is true in B exchanges.
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MR SMTH: Thank you. That's it.
EXAM NER WOODS: M. Irw n.
CRCSS EXAM NATI ON

BY MR I RWN:

Q Dr. Beauvais, returning to M. Fodor's
-- is it Fodor or Fodor?

VMR FODOR:  Fodor.

Q M. Fodor's line of questioning --

MR SMTH  Sonetinmes he feels |ike fodder

(Laught er)

Q -- about the 1,000 line tel ephone

conpany with the $600,000 shortfall, you testified

that one possibility would be that the tel ephone

conpany could rai se its local rates. |Is that not
correct?

A To sone |evel, yes, sir.

Q And, |ikew se, that tel ephone conpany,

to make up the $600, 000 shortfall, could elininate
or defer capital expenditures.

A It could sonehow reduce its operating
costs.

Q And that mght include |aying people
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of f.

A An experience we're all too famliar
with lately, yes.

Q And, finally, it could seek additiona
revenues by raising its originating and term nating
access charges.

A That's a possibility, yes, sir.

MR ITRWN:. Thank you

EXAM NER WOODS:  Staff?

MR, HARVEY: Not hi ng.

EXAM NER WOODS:  Anybody el se? Redirect?

MR. ROONEY: | just had one clarifying
guestions, Dr. Beauvais

REDI RECT EXAM NATI ON

BY MR ROONEY:

Q When you identified the dass B
exchanges in response to a question fromM. Smith,
you said that that included Verizon North. Wuld
you agree that that would al so include Verizon
South's operations in Illinois?

A Ch, yeah. Just the vast majority of our

customers are Verizon North custoners.
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Q Wth respect to the -- actually I had
nore than one question.

Wth respect to your proposal with
respect to the affordable rate, does Verizon have
control over the assessnent of the federal
subscriber line charge in terns of the anount of
t hat ?

A The anmount i s set by the FCC

Q And so when you are identifying the
affordable rate in your testinony, is that the --
that's devel oped then from Verizon's revenue
requi rement as approved by the Comm ssion?

A That's correct. 1t's based on the
tariffed |l ocal rate as approved by the Comm ssion.

MR, ROONEY: Nothing further.

EXAM NER WOODS: Ckay . Thank you,
Dr. Beauvai s.

(Wtness excused.)

EXAM NER WOODS: | think before we get to the
next witness up, | would indicate that | have had
the opportunity to exam ne the case offered by

M. Smith and find it not controlling in this
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instance. M reading of the case indicates that it
dealt with the opportunity to appear, present
evi dence, and be heard through either
cross-exam nation of witnesses or argunent. |
think all those things have happened in this case
on behalf of M. Smith and M. Fodor

I think inplicit in the theory of
presenting evidence is the evidence nust be
adm ssi ble. What happened here is evidence was
offered. It was found to be inadm ssible, and the
ruling was based upon the inadmissibility, not the
f orbearance of any opportunity to present evidence.

In addition, there is the necessity that
rulings be inpartial. | would suggest to M. Smith
and M. Fodor, if they believe that inpartiality is
an issue, there is a process in place for
substitution of examners, and I certainly would
not stand in the way of getting a substitute
exami ner in this docket. So if you wish to pursue
that, | would encourage that avenue.

Next wi tness.

MR SMTH: | think I'Il decline your
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invitation.

EXAM NER WOODS: | figured you woul d.
MR, BRADY: | believe Staff has Judy Marshall.
EXAM NER WOODS: Ms. Marshal | .
(Whereupon | CC Staff
Exhi bit 14.0 was marked for
identification.)

JUDI TH R MARSHALL

called as a witness on behalf of the Staff of the
[I'linois Commerce Comm ssion, having been first

duly sworn, was examned and testified as foll ows:

DI RECT EXAM NATI ON
BY MR BRADY:

Q CGood norning. WII you please int roduce

yoursel f to the hearing roon?

THE W TNESS:

A Yes. M name is Judith R Marshall.

I"'mwith the Tel ecommuni cati ons Division of the

Il1linois Conmerce Comm ssion.

Q And did you prepare testinony for this

heari ng?

A Yes, | did.
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Q And do you have that document in front
of you?
A Yes.

Q And that is Exhibit 14, Staff Exhibit

14. 0?
A Yes, it is.
Q And there are six pages of text?
A Yes, there are.
Q And was this created by you or under

your direction?

A Yes, it was.

Q Are there any corrections that you want
to -- that you have to nmake to this document?

A No.

Q Attached to this docunent did you not

al so have a schedul e, two schedul es, Schedul es
14.01 and 14.02?

A Yes, | do.

Q And were these created at your
direction?

A Yes, they were.

Q And one of these is a proprietary
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docunent. Correct?

A Yes. Schedul e 14.02 contains sone
proprietary information, so it's been provided in
two forns.

Q Ckay.

CGoing back to the testinony, if | asked
you those sane questions that are in your testinony
today, would you provide the sane answers?

A Yes, | woul d.

VMR BRADY: At this tinme, Your Honor, we would
like to -- we would nove to enter Staf f Exhibit
14.0 with its Schedules 14.01 and 14.02 into the
record, and we will also have a 14.02-P for
proprietary.

EXAM NER WOODS:  (bj ections? The docunents
are admtted wi thout objection.

(Whereupon | CC Staff
Exhibit 14.0 was received
into evidence.)

EXAM NER WOCDS: The witness is avail able for
Cross-examni nation.

MR FODOR: | just have a few.
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EXAM NER WOCODS: M. Fodor.

CROSS EXAM NATI ON

BY MR FODOR

Q Ms. Marshall .
A Yes.
Q Do you have an understandi ng of how

federal interstate access rates are set?

A I don't have any detail ed know edge. |
have a general understandi ng.

Q You're not famliar with the FCC rul es,
specifically Part 61.39 for historical filers?

A | perhaps amgenerally famliar. |
couldn't cite it to you.

Q Wth your general know edge of the FCC
rul es, rule, ratenaking, excuse ne, would you
believe it to be true if | said if there were a
surplus in a given year fromthe interstate access
rates, a surplus generated by that, that in
subsequent years the federal rules would correct
for that and there would be a reduction?

A I woul d expect that that m ght be the

case, yes.
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Q Ckay. So in Illinois where we have
mrroring, wouldn't it also be a true statenent
that if there were a surplus fromintrastate access
rates this year, that because of the mrroring of
the federal rates that would to sonme extent be
corrected in subsequent years?

A Yes.

MR FODOR: That's all | have.

EXAM NER WOODS:  Sur pl us over what ?

MR. FODOR:  Surplus revenue over expenses.

EXAM NER WOODS:  Measured how?

MR, FODOR: Measured pursuant to the FCC rul es
for ratemaki ng purposes.

EXAM NER WOODS: And that is?

MR FODOR: Part 61.39 for historical filers.

EXAM NER WOODS: |'ma little unconfortable
when we start tal ki ng about surpluses w thout any
foundation as to what --

MR FODOR:  Ckay.

EXAM NER WOODS: | nean in order for there to
be a surplus, there nust be a base |ine amount, and

| don't think there's anything in the record or in
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any of your foundational questions of her as to how
we establish that base |line amount. In fact, |

thi nk she said she doesn't know how, so I'm
unconfortabl e having a record with open facts |ike
that in cross-exam nation without sone way to fill
in that blank.

MR FODOR:  Ckay.

EXAM NER WOODS: So if you can el ucidate ne.

MR FODOR | can.

EXAM NER WOODS: Pl ease do.

MR FODOR: Ms. Marshall's testinony.

EXAM NER WOCDS:  Yes.

MR. FODOR:  Suggests a reduction of
approxi mately $297, 444.

EXAM NER WOCDS: Ckay.

MR FODOR It's our position that that
reduction is, in fact, what | was just talking
about, a subsequent true-up for surpluses in prior
years.

EXAM NER WOODS:  Ckay.

Anybody el se? M. Irwn.

MR ITRWN:. Just one question, Ms. Marshall.
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CROSS EXAM NATI ON

BY MR I RWN:

Q Have you or anybody else on the Illinois
Conmrerce Conmission Staff or in the enploy of the
[I'linois Commerce Comm ssion had any conversations
or conmuni cations by phone, e-mail, or otherw se
respecting the petition for declaratory ruling
filed by the Muultrie Independent Tel ephone Conpany
before the Federal Conmunications Conmi ssion?

A I would not be able to answer on behal f
of other Staff menbers. | nyself have not had such
conversati ons.

MR IRWN:. Thank you, Ms. MNarshall.

EXAM NER WOODS:  Anyone el se? kay.

Redi rect ?
MR BRADY: No redirect, Your Honor.
EXAM NER WOODS:  Thank you, Ms. Marshall.
(Wtness excused.)

MR BRADY: At this tinme, Your Honor, we would
like to call Al an Pregozen.

EXAM NER WOCODS: M. Pregozen.

MR. HARVEY: W've got Tom Smith actually. W
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don't have Al an.

EXAM NER WOODS: M. Pregozen, a/k/a Tom
Smi t h.

MR, BRADY: Wy don't we go ahead with Tom
Smith and get himdone with the accounti ng.

(Whereupon | CC Staff

Exhibit 6.0, 6.0S, and 16.0
were marked for
identification.)

EXAM NER WOODS: M. Smith, | don't think you
were sworn. | believe M. Pregozen is comng in
the roomas well as Dr. Staranczak | think. Wuld
the Staff w tnesses who intend to give testinony
pl ease stand to be sworn.

(Wher eupon two w tnesses
were sworn by Exam ner
Whods. )

EXAM NER WOODS: Thank you. Be seat ed.
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THOMAS Q SM TH
called as a witness on behalf of the Staff of the
Il1linois Comerce Conmm ssion, having been first
duly sworn, was examned and testified as foll ows:
DI RECT EXAM NATI ON

BY MR BRADY:

Q CGood norning, sir. WII you please
i ntroduce yourself to the hearing roonf?

THE W TNESS:

A My name is Thomas Q Smith. M business

address is 527 East Capitol Avenue, Springfield,

[Ilinois. 1'man accountant with the Accounting
Departnent of the Illinois Comerce Comm ssion
Q And did you provide testinony in this

hearing, for this hearing?

A Yes, | did.

Q And do you have that in front of you
ri ght now?

A Yes, | do.

Q And that is labeled Staff Exhibit 6.07?
A That is one piece of testinony that I'm

presenting, yes.
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Q Let's ook at that for right now. There
is 19 pages of testinmony with that. |s that what
you have?

A Yes, 19 pages of text.

Q And t hen you have schedules -- attached

to that Schedules 6.01 to 6.207

A That is correct, each of those schedul es
consi sting of two pages.

Q And was this prepared by you or at your
direction?

A Yes, it was.

Q And if | asked the questions that are in
your testinony today, would your answers be the
same?

A Yes, they woul d.

Q Are t here any corrections to this
docunent that you have at this tinme?

A No.

Q M. Smith, you al so have Staff Exhibit
16.0, Schedule 16.01 in front of you, do you not?

A Yes, | do.

Q Thi s includes Schedules 16.01 to 16. 20.
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Correct?
A That's correct.
Q Can you briefly describe what this

docunent is for us?

A Thi s docunent sets out the sane
information that's contained in the simlarly
identified schedul es attached to Exhibit 6.0 except
they have been adjusted to refl ect changes based on
the testinony of M. Voss. Wth one exception
Schedul e 16. 11 actually replaces a schedul e
contained in nmy Exhibit 6.0S, which | don't believe

we' ve di scussed yet.

Q Do you have 6.0S in front of you?
Yes, | do.
Q Ckay. And this docunent includes three

pages of text?

A That's correct.

Q And it also has Schedule 6.11S which is
two pages?

A That's correct.

Q And this was prepared by you?

A Yes, it was.
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Q Are there any corrections t o this
docunent ?
A No.

MR BRADY: At this tinme, Your Honor, we would
like to nove into the record Staff Exhibits 6.0,
6.0S, and 16.0 and tender the w tness for
Cross-examni nation.
EXAM NER WOODS:  (bj ection? The docunents are
adm tted w thout objection.
(Whereupon | CC Staff
Exhibits 6.0, 6.0S, and 16.0
were received into
evi dence.)
EXAM NER WOODS: The witness is available for
cross. M. lrwn.
CRCSS EXAM NATI ON
BY MR SM TH
Q M. Smith, has your role in this
proceedi ng been limted to naking these
cal cul ations?
A Vell, ny roleis limted to ny testinony

whi ch includes those cal cul ati ons or the
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cal cul ations on the schedules |I've identified, yes.
MR SMTH: No further questions.
EXAM NER WOODS: M. |rw n.

CROSS EXAM NATI ON

BY MR | RWN:
Q CGood norning, M. Smith. M nane is
David A Irwin. |'mcounsel for the Multrie

| ndependent Tel ephone Conpany.
| see at the introductory portions of
your testinony that you are a Certified Public

Accountant and a nenmber of the American Institute

for Certified Public Accountants. |s that correct?
A Yes.
Q And as a CPA or a nenber of the Al CPA,

is there any requirenment to take continuing
mandat ory education to keep your state licensing or
certification current?

A The various states have different
requirements. Both Mchigan and I11inois have
requi rements, and nenbership in the Al CPA al so has
requi rements for continuing education. That's

correct.
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Q Have you fulfilled those requirenments?
Yes, | have.
Thank you.

Turning to page 1 near or about line 13
of your testinmony, you state that your Department's
function is to nonitor the financial condition of
public utilities as part of the Comm ssion's

function under Article IV of the Public Uilities

Act. |Is that not correct?
A Yes, that's correct.
Q Can you tell us for the record where

functi ons such as nonitoring public utilities
financial condition is set forth specifically?

A I don't have a specific cite for that,
no.

MR ITRWN:. Counsel, can you provi de that to
us?

MR, BRADY: Yes, we can | ook through the
statute and get sonething for you

Q Simlarly, can you direct us to Illinois
law that states -- that sets forth required | evels

of revenues such as you alluded to on page 2, line
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37, for Mouultrie or the other 20 tel ephone
conpani es that are subject to your
Cross-exam nation?

MR HARVEY: | think we'll have to objection
to that. He has already -- his professional bona
fides are clearly in his testinony. He is not an
attorney. I'mnot certain what this |ine of
guestioning is designed to elicit. He can
certainly have the general know edge of the
regul atory structure under which public utilities
are regulated in this state without being able to
cite specific statutes, and | woul d object on that
basi s.

MR ITRWN M. Examner, | suggest it's a
legitimate line of inquiry, and he either knows or
he doesn't know.

EXAM NER WOODS: What page and |ine reference
pl ease?

MR TRWN I'mat page 2, and let ne just
verify the line.

EXAM NER WOODS:  Suppl enent al ?

MR ITRNN No, I'minthe direct. [|I'm
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basically on line 37. The sentence is: "I amto
review the testinonies and other filings in this
docket for the purpose of identifying the amount of
revenue that falls below required I evels for 20
smal |l companies”, and I"'mtrying to find out what
he neans by and what the source of required |evels
is.

EXAM NER WOODS: Ckay. Well, | think that's
an appropriate question. | think if you' re going
to ask himabout a particular statute, you need
some nore foundation as to exactly what that neans.
So |l think if you want to draw hi mout on what he
means by required levels, | think that's fine, but
| don't think we can get to the statute w thout
sonme nore foundation

MR ITRWN | wll pursue it along those
l'i nes.

EXAM NER WOODS:  Thank you

MR ITRWN M. Examner.

Q M. Smith, can you tell ne what the
derivation of the concept of required levels is?

A As |'ve used the termhere, |'m speaking
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generally with a general know edge of the needs for
all utilities and in this case tel ephone utilities
to earn enough noney and to col |l ect enough revenues
to recover the costs of operating the utility.

Q Thank you. Thank you very much

Have you ever been in the enploy of any
| ocal exchange tel ephone conpany?

A No, | haven't.

Q Have you ever been enpl oyed by a for -
profit tel ecommunications conpany?

A No.

Q Have you ever nmade a site visit to
Moultrie I ndependent Tel ephone Conpany in
Lovington, Illinois?

A Not to nmy recollection. | don't think
have, but | have visited various sites and various
utilities. 1 don't have any recollection of
visiting Multrie.

Q In the overall conduct of business and
affairs by the Staff of the Illinois Conmerce
Commi ssion, is it not correct that nore tinme and

resources are spent on the regulatory matters of
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the I arger conpani es versus the smaller conpanies?

MR. HARVEY: | think he could probably answer
that as to his own, you know, responsibilities and
activities. I'mnot sure he could answer it to the
Conmmi ssion Staff |evel

MR ITRWN Well, counsel, why don't we |et
the w tness answer.

MR HARVEY: 1'll object on that basis, and
["1l ask for a ruling.

EXAM NER WOODS:  Ask the question again,

pl ease.
MR | RWN
Q M. Smith, let's do it in two steps.

Based on your own personal experience, can you tel
us for the record whether you spend nore tinme on
the regulatory affairs of the |arger conpanies
versus the snall er conpani es?

A I have a lot of trouble with that.
spend a lot of time on small conpanies. Wether
it's nore tine than | spend on | arge conpanies, |
can't say. | don't keep a log in that sense, or at

least | don't review that |log frequently.
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Q Do you think it's about 50/507?
A I spend a lot of time on smal
conpanies. | haven't thought about it.
MR ITRWN 1'lIl drop the other question
M. Examiner, I'd like to wite a

formula on the board, and | don't know whether to
use this board or that board. | think I'"mgoing to

use this one.

Q Can | borrow a corner of your --
A Fine with ne.
Q And 1'll also ask you if you can see the
board, and I'Il wite |arge.
M. Smith, I've witten on the board

R =(1-D)+E, and | suggest to you that that is a
depictation [sic] of the revenue requirenent
fornmula where a large Rrepresents the tota

revenue requirenents that a conpany nust earn as a
function of the prescribed rate of return tinmes the
net rate base. The net rate base is represented by
I, investnent, mnus depreciation plus expenses.

Do you accept that formula?

A | don't think |I've ever seen it in
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exactly that same way, but that's consistent with
ny under st andi ng.

Q I would like you to assune that we have
a tel ephone conpany that puts in its investnent.
Service levels are good. Rates are just and
reasonabl e, and over sone prescribed period of time
it depreciates its entire plant so that I mnus D
equal s zero. Wuld you then agree that the fornula
would at that point in tine nean that |large R
equal s E?

A In a purely academ c undertaki ng or
| ooking at the fornula and without regards to the
specific operations of a specific utility, | would
agree that's the nechanics of the formula, yes.

Q That's essentially what |'m asking.
Thank you.

I'd also like you to assume that a

t el ephone conpany is approached by an entity, an
entity that 1'll call Mega-Leasing Co., and
Mega- Leasi ng Co. says to the tel ephone conpany
wi Il purchase all of your assets, all of your rate

base, and I will |ease themback to you on terns
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and conditions that are very, very favorable.
Wul d then the fornula also revert to R equals E?

A I couldn't begin to answer that.
There's too many assunptions in there.

Q Vell, let's take it one step at a tine
t hen.

Do you have any concept with -- well,
let me ask you this question. Do you know of
anything at law or at regulatory rulings that
requi res an independent |ocal exchange tel ephone
conpany to physically own assets or rate base in
the provision of its services?

MR, BRADY: (bjection, Your Honor. He's only
speaking within the context for which he's
testified. He's asking himnow to interpret or
| ook at | aws outside or his understandi ng or grasp
of the laws and regul atory concepts.

EXAM NER WOODS: What are we crossing here?

MR ITRWN  Pardon?

EXAMI NER WOODS: \What portion of his testinony
are we crossing here?

MR TRWN WVell, I"'multimately getting to
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the part where he concludes that a certain
transaction that ny client undertook was a sham

EXAM NER WOODS:  Ckay.

MR ITRWN And | believe that this |ine of
cross-exam nation pertains toit. 1'd be happy to
[imt it to the State of Illinois, if that would
hel p obj ecting counsel .

EXAM NER WOODS: I f that's where we're going,
I think that's an appropriate Iine of questioning,
and | think because we're in Illinois and this is
the Illinois Commerce Commi ssion, we should
probably Iimt it to Illinois.

MR ITRWN [I'mvery happy to limt it to
[Ilinois. | renenber what happened to that poor
soul from M chi gan yest erday.

EXAM NER WOODS:  That's right.

MR T RWN
Q M. Smith, do you know of any | aw,
regul ation, statute within the confines of Illinois

that require an independent |ocal exchange
t el ephone conpany subject to the jurisdiction of

the Il1linois Comrerce Commi ssion to physically own
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rate base or assets in the provision of its
servi ce?

A By physically own, do you nmean to hold
legal title?

Q To hold legal title, yes.

A I haven't explored that question, so the
answer is no.

Q Is it fair to say that one of the bottom
lines, and there may be nore than one, of
regulation in the State of Illinois is to ensure
that custonmers receive an adequate | evel of service
at just and reasonable rates?

A Yes.

Q Thank you

I want to talk a little bit about the
subj ect of conpetition. Is it fair to state that
in the post Tel econmuni cations Act of 1996 era that
there are no safe harbors agai nst conpetition for
t el ephone conpani es subject -- rural independent
t el ephone conpani es subject to the statutes in
[11inois?

MR HARVEY: | think we're pretty far beyond
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the scope of M. Smith's, the CPA' s, testinony

here. The state of conpetitionin Illinois is a
policy matter that scarcely is addressed in his
testinmony; in fact, it isn't.

EXAM NER WOODS: Where are we going with this?

MR ITRWN  Pardon?

EXAM NER WOODS: Where are we going with this?

MR ITRWN I'mgetting to affordable rate.

MR. HARVEY: And, again, M. Smithis
testifying as an accountant. |If counsel wants to
ask Dr. Staranczak about affordable rates, he can
certainly do it. Dr. Staranczak is our w tness on
what the affordable rate is.

MR ITRWN M. Examner, | can defer ny line
of cross for Dr. Staranczak, if |I'm pronouncing the
gentl eman's nane correctly.

MR HARVEY: You are.

MR ITRWN Let nme just nake a note, if | may,
pl ease.

EXAM NER WOCDS:  Sure.

MR | RWN:

Q M. Smith, let ne direct your attention
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to page 12, line 12, where you characterize the
transaction that 1've alluded to a nunber of tines
in the cross-exam nation of others that's the
subject of a petition for a declaratory ruling
before the Federal Conmmunicati ons Conmi ssion, and
you characterize that transact, transferring
certain non-operating assets, in particular
bui I di ngs and vehicles, to Muultrie InfoConmas a
sham

VR BRADY: Wich |ine?

MR ITRWN |I'mat page 12, line 12. Let ne
make sure I'mright. |I'msorry; | stand corrected

["mon page 12, line 279.

Q Do you see that testinony where it
states --

A | see the testinony. | use the word
sham | think you nade reference to non-operating
assets. It was a long question. |'mnot sure that
| agree with all your characterizations. | had

trouble following them but | do use the word sham
yes.

Q And the transaction, as you understood
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had to do with the transfer from one corporate
affiliate of certain buildings? 1Is that correct?
O don't you know?

A Yes, yes, it's ny understanding that
Moultrie Miulti Corp transferred the records or the
assets fromthe books of Multrie |ndependent
Tel ephone to the assets -- or to the books of
Moultrie Miulti Corp -- or Moultrie I nfoComm

Q | also direct your attent ion to page 11
line 260, where you state that after the transfer
of property, the property is still used, and |
guote, "exclusively" by Multrie |Independent
Tel ephone Conpany. |Is that your testinony?

A That is nmy testinony. It was based on
ny interpretation of a response to a data request.
It's ny understanding that, indeed, other entities
of Moultrie Miulti Corp do, indeed, use a portion of
those assets.

MR ITRWN M. Examner, |I'mgoing to read
sone definitions out of Webster's N nth New
Collegiate Dictionary, and also | can lay a

foundation for this. It's ny understanding that
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CPAs do take some | aw courses, and since M. Smth
has testified respecting shamin the context of tax
inmplications, that it's fair to read the definition
of sham out of Black's Law Dictionary sinply to ask
himif he agrees or disagrees, and |'mproffering
himand I"mintending to do that prior to doing so
to avoid another round of objection by Staff
counsel .

EXAM NER WOODS:  Let hi m know.

MR IRWN:. Thank you, M. Examn ner.

Q M. Smith, as you heard, I'mgoing to
read you the definition of sham May | approach
the w tness?

MR HARVEY: Pl ease do.

Q From Webster's Ninth New Col | egi ate
Dictionary, and although the binding didn't quite
open, it says sham Definition 1, a trick that
del udes: HQOAX; definition 2: cheap, fal seness.

A That is a definition that is included in
Webster's Dictionary, yes.

Q And ny question to you, M. Smth, is do

you agree or disagree with that definition?
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A Vell, it's a definition. That is not
the definition of the termas |'ve used it.

Q Ckay. We'll cone back to that.

I likewi se show you the cover page of
Bl ack's Law Dictionary, Fifth Edition, and | read
to you the definition of shamfromthat dictionary,
and it says: False. A transaction w thout
substance that will be disregarded for tax
purposes. Do you agree or disagree with that
definition?

A Well, again, those are t he words that
are on the page. M/ use of the word sham was not
based on that definition

Q Vell, would you tell us for the record
what you intended by the use of the word sham that
nei ther conforned to either of those two
definitions?

A As | use the termsham it refers to a
transacti on between entities who are essentially
owned by the same entity.

Q That is to say that the two entities

that transferred the property that we've been
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di scussi ng has stock ownership in each of those two
entities.

A A single entity owns both of the
entities between whom the transaction occurred,
yes.

Q And if | were to suggest to you that
that ownership was by virtue of owning 100 percent
of the stock in those entities, would that be
acceptable to you?

A Yes, | think so. | think that's ny
whol e point is that both entities are owned by a
conmon entity and that no other entity owns parts
of them

Q Are you aware that the formation of
Moultrie Miulti Corp and the reorgani zati on of
Moultrie I ndependent Tel ephone Conpany was subj ect
to and approved by this Comm ssion?

A It's nmy understandi ng that
reorgani zati ons of this nature have been approved
and that this reorgani zation in terns of the paper
organi zati on have been approved by the Comm ssion

yes.
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Q Thank you.

Are you aware that the title, the
ownershi p of the subject property, was, in fact,
transferred and duly recorded as required by
[Ilinois? Are you or are you not aware?

A I don't know if | have direct know edge

of it, but I"'msure it was legally transferred,

yes.
Q Legal |y transferred.
A I"msure of this.
Q Are you aware that good and val uabl e

consideration, that is to say nonetary paynents,
were actually nmade for the property?

A Wll, yes. Multrie Milti, the owner of
Moultrie I ndependent Tel ephone, through Multi
Moultrie I ndependent Tel ephone transferred assets
to Multrie InfoComm |In exchange, assets, cash,
if you will, were transferred fromNMoultrie
I nf oConm back to Multrie | ndependent Tel ephone.
Yes, |'maware of that.

Q Are you aware that the subject property

and the use of it is shared anong four corporate
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entities and that paynent for the use of that

property is prorated anong those four entities?

A It's nmy understanding that that's the
case, Yyes.
Q Wul d you agree that a transfer of this

nature m ght change the depreciation for tax
pur poses of these properties?

A It's nmy understanding that in this case
depreci ati on was not changed; that there were no
tax consequences.

Q That's your testinony.

A That's ny testinony based on ny
know edge of --

Q VWhat about the obligations and the
responsibility for maintenance? M ght that change?

EXAM NER WOODS:  You have to | et himanswer
the questi on.

MR ITRWN | beg your pardon. |'mgetting
ahead of the reporter.

EXAM NER WOODS: M. Smith.

A Yeah. M know edge is based on review

of information supplied by the conpany.
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Q And what about the responsibility for
mai nt enance after the transfer of the property?
M ght that change?

A Vell, certainly ul timately Multrie
Multi Corp has ultimate responsibility for the
mai nt enance. Prior to transfer and subsequent to
transfer they may well have determ ned that when
the property was transferred, the responsibility
for maintenance was al so transferred.

Q Thank you

I'"'mgoing to ask you now, M. Smth, in

view of having had the definitions of shamread to
you from Bl ack's Law Dictionary and from Wbster's
New Col | egi ate Dictionary and your answer to these
guestions, mght you wish to change, recant your
testinmony respecting the transaction being a shan®?

A I"'mstill confortable with that term
The point being nade is that prior to the transfer
the ultinmate owner of the assets in question is the
same owner subsequent to the transfer

Q And that's a shamin your mnd

A Dependi ng on what the goal, yes.
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Q Vll, | must say and | proffer I'm
of fended by the use of that word sham because when
| went to the dictionary, although |I had an
understanding, and | start seei ng words |ike fal se
and delusion and trick and cheap in fairness, |
think that's a slur on ny client, and that's why |
ask you if at this point in time you don't care to
recant your testinony.

A No. M --

MR HARVEY: | think this is getting pretty
argunent ati ve

EXAM NER WOODS: It's approachi ng argunent,

counsel . That question has been asked and
answer ed.
Q Can you state for the record the formula

or the nmethodol ogy that's used for the conputation
of federal universal service support?

A No, | can't.

Q Wul d you agree, subject to check, that
a major prem se of the calculation of universa
service support is that an I LEC owns rate base?

A I"'mtrying to get the acronym That
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woul d be an i ndependent | ocal exchange carrier?
Q That's correct, sir.
VMR BRADY: | ncunbent.
Q I ncumbent | ocal exchange carrier
A Ckay. And could I have the question
read back, please?
(Wher eupon the requested
portion of the record was

read back by the Court

Reporter.)
MR HARVEY: [I'mgoing to have to ask, are we
still tal king about federal universal service

support here, counsel?

MR ITRWN Yes, we are.

MR HARVEY: kay. |I'mnot sure that that's
necessarily within the scope of M. Smth's
testinmony. He is testifying about state-based
accounting transactions. You know, I'll ask for a
ruling on that, although | realize counsel should
have sone | atitude

MR ITRWN | think it's a fair question. It

goes to the witness's conpetence and credibility.
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EXAM NER WOODS:  You can answer .

THE WTNESS: Again, I'mgoing to ask for it
to be read back, please.

EXAM NER WOODS:  Ckay.

(Wher eupon the requested
portion of the record was
read back by the Court
Reporter.)

A I would think whether or not an |LEC
owned rate base woul d determ ne how the cal cul ation
is made, so | suppose that nakes sense.

Q So basically subject to check, you would
agree, and you have the opportunity to check

A Yes, 1'll agree.

Q Let's turn to Illinois universal service
support. What basis do you use to calcul ate
federal entitlenments into the intrastate
jurisdiction?

A I have no idea

Q Cenerically, along the lines of revenue
requi rement, revenue requirenment formula, M.

Smth, isn't it a fact that federal universal
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service support is intended to reduce |ocal service
rates that are not received by the state
jurisdiction?

A That m ght be a consequence. Whether
it's an intent or not | don't know.

Q And if there were no federal wuniversa
service support, would not the conpany be able to
|l ook to the state jurisdiction for universa
servi ce support?

A | don't know.

Q Are you aware, again, subject to check
that if Multrie I ndependent Tel ephone Conpany
prevails in its legal challenge before the FCC
that its intrastate requirenent for Illinois
uni versal service support falls to zero?

MR. HARVEY: 1'mgoing to have to object to
this. | think that this Iine of questioning is
starting to really veer away from again,

M. Smith's accounting testinmony about intrastate
transacti ons.

EXAM NER WOODS: | agree. | just don't see

what in his testinony it goes to. | think this is
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nore directed to the policy wtness.

MR ITRWN WVell, I will proffer for the
record that that is a fact; that if Multrie were
to prevail before the Federal Conmmunications
Conmi ssion on its petition for declaratory ruling
that it would have no requirenent, zero
requirenment, for Illinois USF funding, and we wil
cover that later through one of our wtnesses, if |
may.

EXAM NER WOODS:  Ckay.

MR ITRWN M. Examner.

Last question, and |I'm sure you're happy
it's ny last question

Q M. Smith, have you personally or to
your know edge anybody el se on the Illinois
Conmerce Conmission Staff or in the enploy of the
[1l1inois Commerce Commi ssion had any comuni cati ons
with either the National Exchange Carrier
Associ ati on or the Federal Conmunications
Conmi ssi on respecting Multrie' s pending petition
for declaratory ruling?

A I haven't personally had any
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conmuni cation, and | wouldn't be in a position to
know i f others have or have not.

MR ITRWN:. Thank you, M. Smith. | have no
further questions at this tine.

EXAM NER WOODS: M. Fodor or M. Smth?

MR. SMTH  No.

MR FODOR: No cross.

EXAM NER WOCDS: M. Mincy?

MR MUNCY: M only questions, |I'mhaving his
schedul es | ooked at again, and I'll ask hi m back
later if there's a question about the nunbers on
hi s schedul es.

MR HARVEY: If we mght have a mnute.

EXAM NER WOODS:  Well, | just want to foll ow
up a little bit.

EXAM NATI ON

BY EXAM NER WOODS:

Q One thing you did say that kind of
caught ny attention, when you were bei ng asked
about the transaction that's in question, | thought
you said that one of the things you | ooked at was

the goal of the transaction in whether deciding to
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disallow it or not. 1Is that what you said?
A I don't recall saying goal. The
di sal | omance, if you will, of the transaction was

based on the results of the transaction, what
occurred or what didn't occur. | mean | may have
used the termgoal |oosely. | have no idea of what
the goal was.

Q That was ny question, exactly how you
figured out what the goal was and what you thought

it was. So if that word shows up in the

transcript, you probably didn't nean it. |Is that
right?

A Not in the sense that you're using it,
no.

EXAM NER WOODS:  Thanks.
MR HARVEY: Could we have a minute to
det erm ne whet her we have any redirect,
M. Exam ner?
EXAM NER WOODS:  Yes. As a matter of fact,
why don't we take ten.
(Whereupon a ten-m nute

recess was taken, during
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whi ch Verizon Exhibits 4.1,
4.2, and 4.3, Gafton

Tel ephone Exhibits 1, 3.0
Ofer of Proof, and 4.0
Ofer of Proof, Gidley

Tel ephone Exhibits 1, 3, and
8.0 Ofer of Proof,
Harrisonville Tel ephone 1,
3.0 Ofer of Proof, 4.0, and
5.0 Ofer of Proof, Home
Tel ephone 1.0, 2.0, 3.0, 4.0
Ofer of Proof, and 5.0
Ofer of Proof, Metanora

Tel ephone Exhibit 1.0, and
Toni ca Tel ephone Exhibit 1
were physically marked for
identification by the Court

Reporter.)

Back on the record.
MR, HARVEY: W don't have any redirect.
Thank you, M. Smth.

(Wtness excused.)
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Call your next wi tness.
Of the record.
(Wher eupon | CC Staff
Exhibit 8.0 was marked for
identification.)
EXAM NER WOODS: Back on the record.
ROCHELLE LANGFELDT
called as a witness on behalf of the Staff of the
[1'linois Comrerce Commi ssion, having been first
duly sworn, was examned and testified as foll ows:
DI RECT EXAM NATI ON
BY MR BRADY:
Q CGood norning. WII you please introduce
yoursel f to the hearing roon?
THE W TNESS:
A Yes. M nane is Rochelle Langfeldt, and
I"ma Financial Analyst in the Finance Depart nent
of the Financial Analysis Division of the Illinois
Conmmer ce Conmi ssi on.
Q W1l you please spell your |ast name for
the Court Reporter?

A L-AA-NGF-E-L-DT.
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Q And you prepared testinony for this
pr oceedi ng?

A Yes, | did.

Q And do you have that testinmony before
you?

A Yes.

Q And that is labeled Staff Exhibit 8.07?

A Yes.

Q And that is conprised of eight pages of
testi mony?

A Yes.

Q And this was created by you or under
your direction?

A Yes, it was.

Q Are there any corrections to this
docunent at this tine?

A No, no corrections.

Q If I were to ask you the questions that
are in this docunment, would you provide the sane
answers?

A Yes, | woul d.

MR BRADY: At this tine, Your Honor, we would
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nove to admt Staff Exhibit 8.0 into the record and
tender Ms. Langfeldt for cross-exam nation
EXAM NER WOODS: W t hout obj ection
(Wher eupon | CC Staff
Exhibit 8.0 was received
into evidence.)
EXAM NER WOODS: The witness is available for
Cross.
MR. SM TH: Thank you
CRCSS EXAM NATI ON
BY MR SM TH:
Q Ms. Langfeldt, |I represent Leaf River in
thi s proceeding.

You' ve nade certain references to an
agreed debt to equity ratio, an agreenent between
the Staff and the I TA. Let nme ask you this; were
you present in any of those negotiations?

A No, | was not.
Q You do not know if Leaf River -- strike
t hat .
Is it your understanding that Leaf River

Tel ephone Conpany was not directly involved in
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those negotiations, or do you know?

A | don't know.

Q Calling your attention to page 4 of your
testinmony, Exhibit 8, do you have that in front of
you?

A Yes, | do.

Q If you would | ook at your statenent on
lines 85 through 89 for a nonent.

Have you read that now?

A Yes.

Q And do you know what Leaf River's
proposed debt to equity ratio is? 90 percent

equity, 10 percent debt, approximately.

A Yes.

Q Is that correct?

A That's correct.

Q In your statement you indicate that if

Leaf River were to be allowed to adjust its debt to
equity ratio to its actual debt to equity ratio --
strike that.

If Leaf River were to adjust the

hypot heti cal debt to equity ratio that you propose,
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the 60 /40, as opposed to its actual 90 /10 perc ent
ratio, you've indicated that it would no | onger

accurately reflect the risk in the capital

structure you propose. |Is that correct?
A That's correct.
Q VWhat risk would it reflect?
A I don't know what the required rate of

return on equity would be for Leaf River if they
use their actual capital structure, and that was ny
point; that Staff's recomrended cost of equity, 15
percent, is based on a capital structure of 60
percent equity and 40 percent debt of capital. So
the risk would be different. | don't know what the
exact consequences woul d be on the cost of equity.

MR SMTH: No further questions.

EXAM NER WOODS: M. Irwin? M. Fodor?

MR FODOR: | don't believe | have any. |If
you can bear with ne for one second, | can confirm
t hat .

EXAM NER WOCDS:  Sure.

MR FODOR: | do not have any.

EXAM NER WOODS: M . Irw n?
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MR ITRWNN | have a few

CROSS EXAM NATI ON

BY VR | RWN:

Q Good norni ng

A Good nor ni ng.

Q Cost of capital varies commensurate with
the size of a conpany. |Is that correct?

A Cost of capital varies wi th the risk

the risk of a company, yes.

Q Do you believe that small conpanies are
nore risky or less risky than say a conpany the
size of Verizon North and South?

MR HARVEY: Could |I ask for a clarification
on this? Are we referring to small, independently
owned i ncunbent | ocal exchange carriers?

MR ITRWN:  Yes.

A Overall 1 can't say whether or not smal
conpanies are riskier. | know that there are
certain risks that are -- smaller conpanies are

riskier in certain respects. For exanple,
liquidity risk, that's a risk that is typically

i nherent in smaller conpanies.
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Q CGeneral |y speaking, for the equi ty of
these small, rural, independent tel ephone conpanies

we' re tal king about, they generally tend to be

famly owned. |Is that correct?
A | don't know.
Q Smal | corporations, closed corporations?
A I don't know if they're famly owned.
Q Vell, if they're not famly owned, m ght
they be small, closed corporations where the stock

is not traded publicly?

MR, BRADY: Your Honor, |'mgoing to object.
Her testinony really reflects what was going on
with Leaf River and Honme Tel. She doesn't really
address on the know edge of ownership and stocks on
smal | conpani es in general

EXAM NER WOODS: | think you need to be a
little nore specific.

MR ITRWN: [1'Il drop that |ine of
exam nati on.

I just have one question respecting

debt .

Q Assune for the sake of argunment that a
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rural independent tel ephone conpany had no rate
base, had no assets. Wat would it secure debt
w th?

MR, BRADY: Do you have a specific conpany in
mnd or is this a hypothetical ?

MR ITRWN This is a hypothetical.

Q O to put it another way, isn't it a
general fact of comrerce that in order to secure
debt, you generally need assets, tangible assets to
pl edge agai nst that debt?

A I don't know. |'ve seen instances where
that's the case, where it's witten into the
agreenent that people pledge certain assets.

don't know if that's the case for every |oan

agr eenent .

Q And if you had no assets, you'd have
nothing to pledge. |Is that correct?

A That's correct.

MR ITRWN No further -- well, one further
guesti on

Q Ms. Langfel dt, have you or to your

know edge anybody el se on the Illinois Comerce
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Conmi ssion Staff or in the enploy of the Illinois
Conmrer ce Conmi ssion had any conmmuni cati ons or
conversation with the staff of the Federal
Conmuni cations Conmi ssion with respect to the
pendi ng petition for declaratory ruling of the
Moultrie I ndependent Tel ephone Conpany?

A I can only speak for nyself, but | have
not had any conversations about that.

MR IRWN:. Thank you. Thank you for your

EXAM NER WOODS: M. Mincy?
MR MUNCY: No.
EXAM NER WOODS: Redirect?
MR HARVEY: No redirect.
EXAM NER WOODS: Thank you, ma'am
(Wtness excused.)
EXAM NER WOODS:  Next w tness.
MR BRADY: M. Pregozen.
(Whereupon | CC Staff
Exhi bi ts 5.0 and 13.0 were

mar ked for identification.)
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ALAN S. PREGOZEN
called as a witness on behalf of the Staff of the
[I'linois Commerce Commi ssion, having been first
duly sworn, was examned and testified as foll ows:
DI RECT EXAM NATI ON

BY MR BRADY:

Q CGood afternoon, sir. Wuld you pl ease
i ntroduce yourself to the hearing roonf?

THE W TNESS:

A My name is Al an Pregozen. |1'mthe
Manager of the Financial Department of the
Fi nancial Analysis Division of the Illinois
Conmmer ce Conmi ssi on.

Q And did you provide testinony in this
heari ng?

A Yes, | did.

Q Bef ore you you have two documents. |Is
that correct?

A Yes.

Q Can you describe, is one of those
Exhibits Staff Exhibit 5.07?

A Yes.
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Q And that is conprised -- that is |abeled
your direct testinony and has six pages of witten
guestion and answer and one attached schedul e,
Schedul e 5.17

A Yes.

Q Was this created by you or under your
direction?

A Yes, it was.

Q And are there any corrections to this
docunent at this tine?

A No.

Q If I were to ask you the questions in
this docunent, would your answer be the sane?

A Yes.

Q The second docunent you have is Staff

Exhibit 13.0 | abeled rebuttal testinony. 1s that

correct?
A Yes.
Q And that is conprised of six pages of

guestions and answers?
A Yes.

Q And this was created by you or under
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your supervision?

A It was.

Q And are there corrections to this
docunent ?

A Yes. | have two corrections. | believe

on the copy that was distributed to the parties and
originally filed on e-Docket, at the bottom
| eft - hand corner of the cover page and page 1
there's a reference to a draft and the date of My
25, 2001. That reference should be stricken

And then there's also a correction on
page 6, line 87. Towards the end of the line there
isa", which". That should be stricken

Those are all the corrections | have.

Q I don't recall if I actually asked you
this question already. |If | asked you the
guestions that are in Staff Exhibit 13.0 today,
woul d you provide the sane answers?

A Yes.

MR BRADY: At this tinme, Your Honor, we nove
to enter Staff Exhibits 5.0 and 13.0 with

attachnments and tender the w tness for
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Cross-exam nation.
EXAM NER WOODS: Wt hout obj ection
(Whereupon | CC Staff
Exhibits 5.0 and 13.0 were
recei ved i nto evidence.)

EXAM NER WOODS: The witness is avail able for

Cross.
CRCSS EXAM NATI ON
BY MR SM TH:
Q M. Pregozen, good nmorning. M nanme is
Gary Smith. | have a few questions for you

Wul d you turn to page 4 of your Staff

Exhibit 5, please? In line 54 you nmake reference
to Sundale Uilities, Inc. ny question to you is
what type of utility was involved in that
pr oceedi ng?

A Sundal e is a water and sewer conpany.

Q And are you famliar with the last rate
case order of this Comm ssion involving a snal
t el ephone conpany?

A M/ recollection is the last such rate

case was probably -- probably involved Leaf River
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at | east a decade ago.
Q Were you involved in the Yates Gty
pr oceedi ng?
A Ch, that's correct. | forgot that one

| was not involved in that directly, no.

Q Wul d Yates Gty be the nost recent one?
A | believe so.
Q Did you use that or consult that

Conmi ssion order in your calculations for Exhibits

5 and 137
A No.
Q Was your role in this proceeding limted

to matters involving the cost of capital as
reflected in your Exhibits 5 and 137

A Yes.

Q If you woul d, please, turn -- no, you
don't even need to turn to it. You indicate in
Exhi bit 13, page 2, that you rejected
M. Petrouske's proposed cost of debt, and | take
it that your reason is because it was an enbedded
cost. |Is that correct?

A Yes.
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Q And by enbedded cost do you nean that's
the actual cost of Leaf River Tel ephone Conpany?

A At |least as M. Petrouske represented

Q And then you nake reference to a 9
percent agreenment. Leaf River wasn't part of that
agreenent, was it?

A Not to my know edge.

MR SMTH: No further questions.

EXAM NER WOODS: M. Fodor.

MR FODOR: If | could have just a little bit
of follow-up on what M. Smith was asking you
about .

CRCSS EXAM NATI ON

BY MR FODOR:

Q I believe you said when you identified
your testinony that you were the manager of the
department that you work for?

A Yes.

Q Ckay. Were you the manager in '93?
A 1993?
Q

Yes, 1993.
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A No.
Ckay. M. Smith asked you about the
Yates Gty rate case. Wuld you have had any

managerial duties in connection with that case?

A No.
Q Ckay.
Sir, | want to ask you a question about

your interest rate, and specifically I want to ask
about the termeffective interest rate, and if it's
obj ectionable to counsel, | was going to refer to
the testinony by M. Rungren in that Yates Gty
rate case. | don't think this is a controversia
line of questioning. |'mjust |ooking for sone
clarification. Any objection?

MR. HARVEY: Not at this point. W'IlIl chine
inif we have one, Troy.

MR. FODOR:  Yeah. kay.

Q I believe in your direct and rebutta
testinmony you're supporting a 9 percent rate for
debt .

A That's correct.

And | believe that your use of the
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9 percent is based on your understanding of what
the current rates are fromthe Rural Tel ephone
Fi nance Cooperative?

A Yes.

Q Ckay. If I told you that in the Yates
Cty case the debt that was involved in that case
was fromthe Rural Tel ephone Fi nance Cooperative
and | gave you the docket number, could you accept

that for this discussion, subject to check?

A Yes.
Q Ckay. If I also told you that in that
case the then current rate fromRTFC -- RTFC is an

acronym for Rural Tel ephone Fi nance Cooperative --
was 9.5 percent, again, the docket nunber being
90-0304, and if you'd like I can hand you the copy

that 1"mworking from and | can show it to your

attorney.
MR HARVEY: | think we'll let you proceed,
M. Fodor.

MR FODOR:  Ckay.
A Wul d you read the docket nunber again,

pl ease?
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Q I"'msorry. [It's 90-0304.
A Thank you.
Q So subject to check, you would accept

that that was the then current rate.

A You said 9.5 percent.

Q Yes, 9.50.

A Yes, | wll.

Q Do you understand the | ending practices
of RTFC?

A I nsof ar as one can understand the
| endi ng practices of any entity, | believe so.

Q Do you understand the requirenment to
purchase -- | may get this termincorrect --

capital subscription certificates?

A Yes.

Q Ckay. And if you factor in the
requi rement to purchase those capital subscription
certificates, would the effective interest rate be
hi gher than 9 percent?

A It would probably be slightly higher

Q If | told you that in the Yates Gty

order it went from9.5 percent to 19.87 percent,
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woul d that surprise you?

A Yes, it woul d.

MR FODOR: Do you mind if I show himthe
order? Show you the order?

MR. HARVEY: | think he just said he's
surprised that it says that.

MR FODOR:  Ckay.

MR HARVEY: | don't think he questions the
bona fides of that.

MR, FODOR: Ckay. Then | won't come hand you
the order.

Q The question | really want to get to,
there is some level of interpretation with respe ct
to even the debt nunbers that you're using, is
there not ?

A It depends on which part of the funding
analysis we're tal king about. M understanding is
that the revenue requirenents anal ysis includes the
capital funding certificates in rate base, and in
that case the cost of those certificates should not
be included in the cost of debt. That would be

doubl e counting. | do not know how they're handl ed
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for the econom c cost test.

MR FODOR: And | would just point out for the
record that if anybody wants to | ook at the order,
it was entered Cctober '93, Docket 90-0304.

EXAM NER WOODS: What was t he date?

MR FODOR Cct ober 14, 1993.

EXAM NER WOODS:  Ckay.

MR FODOR And, in fact, the Conm ssion
rejected an argument by Yates City to treat the
capi tal subscription certificates like they would
treat dass B stock for an RTB | oan

MR HARVEY: | think counsel can make this
argunent - -

MR FODOR: No, it's not an argunment. That's
it. | have no further questions.

EXAM NER WOODS: Ckay. M. lrwn.

CRCSS EXAM NATI ON

BY MR I RWN:

Q Briefly, M. Pregozen, in the type of
i nstances that M. Fodor was tal king about where a
rural independent incunbent |ocal exchange carrier

i s seeking financing, debt financing fromthe Iikes
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of a RTFC or co-bank or a rural utility service,
the basic premse is that the assets of the
enterprise are pledged against the debt. 1Is that
not correct?

A Those are often the terns of the |oan
I think it depends on the nature of the |oan

Q CGeneral ly speaking, if you don't have
assets to pledge, the debt placenent would be nore

risky, would it not?

A Yes.

Q And therefore the cost of debt would go
up.

A Yes.

Q So if you had a conpany that had no

assets that it physically owned, then it woul d have

difficulty -- it mght have nore difficulty in
securing debt. |Is that not correct?
A It is possible.
Q I have one nore question, M. Pregozen
"' m probably butchering your name. | apol ogi ze.
Have either you or any other Illinois

Conmer ce Conmi ssion staffer or any ot her enpl oyee
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of the Illinois Comrerce Conmmi ssion had any
comuni cations with the Federal Conmmunications
Conmi ssi on respecting the petition for declaratory
ruling pendi ng on behalf of Multrie |Independent
Tel ephone Conpany?

A I have neither had any such

conversations nor am| aware of any.

MR ITRWN:. Thank you

EXAM NER WOODS: (Okay. Redirect?

VMR BRADY: W have no redirect, Your Honor

EXAM NER WOODS:  Ckay. Thank you

M. Pregozen.
(Wtness excused.)

MR HARVEY: Dr. Staranczak.

EXAM NER WOODS: Let's go off the record.
(Whereupon at this point in
the proceedi ngs an
of f -the-record di scussion
transpired, during which ICC
Staff Exhibits 3.0 and 9.0
were marked for

identification.)
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EXAM NER WOCDS: Doctor, were you sworn?

DR STARANCZAK:  No.

EXAM NER WOODS: Okay. Wbuld you pl ease stand
and rai se your right hand.

(Whereupon the w tness was
sworn by Exam ner Wods.)

EXAM NER WOODS: Thank you. Be seat ed.

CGENI O STARANCZAK
called as a witness on behalf of the Staff of the
[1'linois Commerce Commi ssion, having been first
duly sworn, was examned and testified as foll ows:
DI RECT EXAM NATI ON

BY MR HARVEY:

Q Dr. Staranczak, could you state your
nane and pl ease spell both your Christian and
surnanes for the record?

THE W TNESS:

A My nane is Genio Staranczak, G-E-N-1-0Q
Staranczak, S-T-A-R A NCZ A K

Q Do you have before you two docunents,
one marked for identification as ICC Staff Exhibit

3.0 and the other as ICC Staff Exhibit Nunber 9.0?
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A Yes, | do.

Q Turning your attention to I1CC Staff
Exhi bit Number 3.0, was that prepared by you or at
your direction?

A Yes, it was.

Q Does that consist of 16 pages of text in
guestion and answer format and two attached
schedul es?

A Yes, it does.

Q Is that your direct testinmony in this
pr oceedi ng?

A Yes, it is.

Q Do you have any corrections or additions
to make to that testinony?

A No, | don't.

Q If I were to ask you the questions
contained in Staff Exhibit Nunber 3.0, would your
answers be the sanme as those set forth therein?

A Yes, they woul d.

Q Ckay. Thank you very nuch.

Turning your attention to Staff Exhibi t

Nunber 9.0, is that your rebuttal testinony in this
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pr oceedi ng?

A Yes, it is.

Q Was it prepared by you?

A Yes, it was.

Q Does it consist of seven pages of text
in question and answer fornf

A Yes, it does.

Q Do you have any additions or corrections

to make to that docunent?

A No, | don't.

Q If I were to ask you the questions
contained in Staff Exhibit Nunber 9. 0 today, would
your answers be the sane as those set forth in
Staff Exhibit 9.07?

A Yes, they woul d.

MR HARVEY: | nove for adm ssion into
evidence of Staff Exhibit Nunbers 3.0 and 9.0 and
tender the witness for cross.

EXAM NER WOODS: The docunents are admitted
wi t hout obj ecti on.

(Whereupon I CC St aff

Exhibits 3.0 and 9.0 were
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recei ved into evidence.)

EXAM NER WOODS:  The witness is available for
cross. M. Rooney.

CROSS EXAM NATI ON

BY MR ROONEY:

Q CGood norning. | have one brief,
clarifying question, just to understand your
testinmony with respect to affordable rate.

Am | to understand your testinmony with
respect to having one rate being applied -- and I'm
going to characterize it, and I want you to correct
me if I"'mwong, and | want you to agree with me if
["mright in ny characterization. 1Is it your
testinmony that your proposing one affordable rate
to be applied across the state is a way to ensure
agai nst discrimnation between different areas of
the state?

A It's a way to ensure horizontal equity
that subscribers in simlar exchanges shoul d be
treated simlarly. So if you have -- that's the
rationale behind it. | don't propose one

affordable rate. There is legislation that
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suggests the affordable rate cannot be | ower than

it currently is, and so sone conpanies will have

hi gher affordabl e rates because of the |egislation
MR. ROONEY: kay. Thank you. That's it.
EXAM NER WOODS: M. Smith.

CROSS EXAM NATI ON

BY MR SM TH:

Q I guess we're in the afternoon. Good
af t er noon.

A Good afternoon

Q In your analysis, did you determ ne or

did you consult with any studies to see what the
penetration rate is for |ocal exchange service in
[1linois?

A I looked at the overall penetration rate
inlllinois. | looked at other states, rur a
states such as Woming. Ddl look at it on an
accounting by accounting basis in Illinois? No.
['"'mnot sure that that exists.

Q How did the State of Illinois conpare
nationally on the penetration rate?

A Based on ny recollection, it was | ower
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than the national aver age.

Q Was it one of the lowest in the country?

A It was |lower. \Vhether it's one of the
| owest woul d depend on your definition, but it was
| ower than the national average

Q Your proposed affordable rate, that does
not include any 9-1-1 surcharges, does it?

A The rate, the $24 | proposed, does not
include 9-1-1 surcharges. | do say that the tota
bill should be above $30.

Q Al right. Do you know what the 9-1-1
charges usually are?

A They vary. | |ooked at the data;
sonething like a dollar and a quarter, sonetines up
to $2 or nore.

Q Does it include -- does your proposa
include a touch-tone rate?

A The $24 affordable rate includes al
charges for touch-tone. That's correct.

Q Al right. Does it include federa
subscri ber |ine charge?

A The $24 affordable rate | proposed does
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not include subscriber line charge, but, again, as

| said before, the total bill should be about $30.

Q What is the federal subscriber |ine
char ge?
A It varies. For these conpanies

believe it's 3.50.

Q Your proposal does not include taxes,
does it?

A The affordable rate doesn't include
t axes, no.

Q Do you have any idea of what the

percentage for taxes would be in a range?

A There is data for state taxes. There is
data for federal taxes. Local taxes, that woul d
depend on municipalities, so it would be a range.
How wi de that range is | amnot aware.

Q Vell, let's see. You ve got $24, a
dollar and a quarter; you' ve got 3.50. You're at
what ? 29 then?

A I"lIl assune your math is correct.

Q No. Yeah. So you don't have any

estimate for what the tax rate would be or what the
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vari abl e ambunts of taxing mght be fromhigh to
| ow.

A For local municipalities. | mean we
do know what the Illinois tax rate is, what the
federal tax rate is, but I have no know edge of

what the individual nunicipality tax rates are.

Q Do you know what the state tax rate is?
A Approxi mately 7 percent.

Q And the federal rate?

A Three percent, to the best of ny

recol | ection.

Q So that's 10 right there.
A That's correct.
Q So if you add 10 percent on top of $29,

you' re over 30.
A You're at 32. It's still within the
range.
Q Ch, | thought you were shooting at 30.
| said about 30. About 30 nmeans 25 to
35.
(Laught er)

Q Wl |, that's about a 40 percent sw ng
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there, isn't it?

A I"man econonmist. |'mnot an
accountant. That is a very precise estimate for an
econom st; as precise as you're likely to ever get.

Q If we were to |l ook at the overall i npact
of these additional charges, the 9-1-1, the taxes
the subscriber line charge, and came in with a
total rate between those nunbers, you would find
that to be reasonabl e?

A No. I'dfind it to be low | nean the
rate | recommend for the affordable rate is $24.

Q Ckay.

In your review of the study that had the
II'linois |ocal exchange penetration rate for
tel ephone service, did you find any reason why
[I'linois was | ower than average?
A No. | nmean Illinois tends to have | ower

rates than average, certainly |ower than Wom ng

whi ch has the 95 percent penetration rate. It has
much higher rates than Illinois. Wom ng has
i ncome conparable to rural counties in Illinois,

lower than the Illinois average, and it has the
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hi ghest penetration rate.

Based on ny previous work in this area,
I concluded that the penetration rate depends on
your |ong distance. People disconnect their phone
because they have unmanageably hi gh | ong di stance
bills. It also depends on credit policies. The
stricter the credit policy, the [ower the
penetration rate. | found those to be nuch nore
i mportant than price.

Q The geography of Illinois is nuch

different than what did you say? Ws it Col orado?

A Wom ng.

Q Wom ng?

A Yes. It's much flatter and fewer
nount ai ns.

Q You nentioned the national average

VWhat is the national average?

A For penetration?
Q No, for the affordable -- the nationa
average rate. | believe that's what you were

referring to in your answer.

A The national -- 1 thought | was talking
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about the penetration rate.

Q Ch, the penetration rate?
A Ri ght.
Q VWhat about in terns of cost of |ocal

exchange service?

A Do you mean cost or price?
Q Price.
A Illinois tended to be, based on the data

|"ve seen, |lower than the national average.

Q That's what | thought you said. What is
the national average for that?

A My guess woul d be around $18, $20,

something |ike that.

Q VWhat was your source docunent ?

A. | |1 ooked at FCC reports.

Q Ckay. It was an FCC study?

A It was probably an FCC listing of rates.

I think I have one in ny schedul e.

Q Ch, in your schedul e?

A Right. Schedule 3.01 I list various
rates.

Q When you indicate that the national
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average was sonething around -- was it 18?

A 18 to 20. | actually calculated it. |
just can't remenber what it is.

Q And you said that the Illinois price
tended to be | ower than that?

A Yes.

Q And that's all phone conpanies in
[I'linois averaged out?

A It was basically the | arger phone
conpanies in Illinois averaged out, |arger neaning
specifically Amreritech

Q Ckay.

I think you identified in your testinony
an FCC study.

A Whi ch FCC st udy?

Q Vll, that's what I'mtrying to
determne. Do you recall which FCC study you --

A I don't recall referring to any FCC
study. The Schedule 3.01 is based on an FCC
docunent, reference book

Q Does that reference book include sone of

these national averages you're tal ki ng about ?
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A It may. | just don't recall at this
poi nt .

MR SMTH: Ckay. No further questions.

EXAM NER WOCDS: M. lrwn?

MR ITRWN:. Sure.

CRCSS EXAM NATI ON

BY MR I RWN:

Q Dr. Staranczak, my understanding is that
you are proposing t wo affordable rates, one for
residential and one for business?

A That's correct.

Q And you're proposing a $24 affordable

rate for residential, a $27 affordable rate for

busi ness?
A That is correct.
Q Can you explain to us why there are

different affordable rates for residential service
and busi ness servi ce?

A I live in Springfield. The business
rate in Springfield is higher than the residential
rate in Springfield for access. | think that's

typical of Aneritech territory. M gut feeling in
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terns of affordability is that business can afford
a higher rate than residence.

Q. Are the costs of providing business
service greater or |esser than the costs of
provi ding residential service for rural independent
t el ephone conpanies, if you know?

A | don't know whether the costs are any
different. This is not a cost question. This is a
how rmuch you can afford question

Q Let's talk about that a little bit, if |
m ght .

You would agree if a rate became
unaffordable, it's possible that a subscriber m ght
choose not to be on the network

A That's correct.

Q You woul d al so agree, would you not,
that as rates go up, a subscriber mght be prone to
| ook at conpetitive alternatives?

A It's possible.

Q Wul d you agree that in the post 1996
Tel ecomuni cations Act, that by and large there are

no barriers? As a matter of fact, I'Il nodify
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that; that there are no barriers to conpetitive

entry? Regulatory barriers.

A Regul atory and | egal barriers. There

m ght be a lot of practical barriers, but 'l

assune that's correct; there are no legal barriers.

Q Wul d you agree that cellular tel ephone

is a conpetitive alternative to a | oca
t el ephone conpany?
A Yes, it is.

Q Wul d you agree that persona

exchange

conmuni cation service is a conpetitive alternative

to a |l ocal exchange tel ephone company?

A Quite possibly, yes.

Q Wul d you agree that multi -point, nulti-

di stribution systenms, MVDS, and |ocal nulti -point

distribution systemw rel ess services are a

conpetitive alternative to a |local exchange

t el ephone --

MR HARVEY: | think we're getting
afield here.

MR ITRWN | have a little nore.

tried to ask this of t he other w tness,

pretty far

When |

you told ne
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this was ny man. | have anot her 30 seconds.
MR HARVEY: Al right. Co ahead. [I'l]
wi t hdraw t hat .
MR | RWN
Q Wul d you agree that Internet voice and

data services is a conpetitive alternative?

A Possi bl y.

Q CLECs and DLECs?

A Possi bl y.

Q Wrel ess CLECs?

A Possi bl y.

Q And forei gn exchange carrier service

provi ded by other carriers?

A Possi bl y.
Q Lastly, Dr. Staranczak, --
A Just can | just put things in

perspective? These may be conpetitors, but that's
not the point of the Universal Service Fund. 1It's
to keep the rates affordable for |ow income
subscribers, and if these conpetitors keep the
rates affordable, they're doing their job. The

purpose of this fund is not to ensure rates of
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return for the independent conpanies. It's to
ensure subscribers get aff ordable rates. So I'd
say they're doing their job if they nmake the rates
nore affordable. |1 certainly would encourage that
ki nd of conpetition.

Q Dr. Staranczak, last question. Have you
personally or to your know edge anybody that is on
the Illinois Conmerce Commission Staff or in the
enpl oy of the Illinois Comerce Comm ssion had any
comuni cati on with the Federal Communi cations
Conmi ssi on regarding the pending petition for
decl aratory ruling of the Muultrie |Independent
Tel ephone Conpany?

A | have had no contact with the FCC on
that issue. | cannot say whether any other Staff
nmenber has or not.

MR IRWN:. Thank you very nuch.

EXAM NER WOCDS: M. Mincy.

MR MUNCY: Yes.

CRCSS EXAM NATI ON

BY MR MJINCY:

Q Doctor, in the Comm ssion nmaking its
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judgments concerni ng what an affordable rate is,

M. Smith has asked you about traditiona

char ges.

| assune you recogni ze that the Conmi ssion in

applying their judgment as to what an affordable

rate is should take into account the total bottom

line on the bil

A

that the customer ends up payi ng.

Yes. This should be one factor that

they look at. Yes, | agree.

Q

On M. Schoonmaker's rebuttal

and I'll hand you a copy, he had an Il TA

At t achnment

8. He shows on there the add

t esti nony,
Exhi bit 4,

tional

costs which are added on to the various conpani es

bills and

that exhib

enuner at ed

ndi cates that the nunerical average on

t of additional charges, such

by M. Smth, are, on average

as those

$7.56 per

nmonth. |Is that a nunmber that you think would be

useful for the Comm ssion to take into account in

under st andi

A

ng what the total price would

be?

| certainly do, and I must note that

Verizon custoners in simlar areas al so pay those

sur char ges.

Q

And did you exam ne M. Hoops

t esti nmony
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for Harrisonville Tel ephone Conpany?

A I looked at M. Hoops' testinony.
That's correct.

Q And M. Schoonmeker in his rebutta
refers to some of that, and |I've now nmanaged to
| ose ny page.

M. Hoops cited in his testinony, which

M. Schoonmaker then refers to at page 38 of his
rebuttal testimony, a national urban average rate
of $19.87. D d you --

A I don't recall that, but 1'Il assune
that's correct.

Q And that $19.87, as M. Schoonnaker
i ndicates at lines 849 through 851, included al
charges for |l ocal service such as state and federa
charges, taxes, etc. wll you accept that?

A I"lI'l assune for the purposes of this
guestion that's correct.

Q So the national average rate then
taking off those taxes -- or using the nationa
rate of 19.87 and deducting off M. Schoonnaker's

average for Illinois of additional charges of some
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$7.50, would indicate that the real basic rate
woul d be down in the $13 range.

A If you accept all those figures, |
assunme the mathematics would lead to $13. |'m not
sure where you got those figures from

Q Ckay. M. Hoops indicated in his
testinmony that those figures were from FCC sources.

A That's useful, but exactly how he
calculated it |I'mnot sure.

Q Your ultimate recommendation of t he $24
i s based on your option 3, is that correct, which
you di scuss at page 11 of your direct testinony?

A My ultimate recomrendation is based on
what judgnentally |I feel a |ow income household
could afford. The calculation in option 3 was one
element that led ne to that judgnent.

Q And in your option 3 you determ ned that
the average urban wage earni ng household in the
United States spends approximately -- spends
approxi mately 1.2 percent of income on |oca
tel ephone charges. |Is that correct?

A Yes. That' s a governnent figure. |It's
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not ny own.

Q And you chose to doubl e that percentage.
A Yeah, just -- yes, | did.
Q And you indicate on lines 241 and 242

that the exact percentage chosen is arbitrary.

A Yes, | do. Yes, | did.

Q And in your option 2, which, again, I'm
| ooki ng at page 11 of your direct testinony, you're

tal ki ng about an Aneritech Band C rate of $13 as a

benchmark. |s that correct?
A Yes.
Q And to the extent that you used that
rate, you just doubled it to $26. |s that correct?
A Yes. For purposes of illustration,

that's what | did.
Q And, once again, on lines 226 and 227,
you acknowl edge that the exact percent which you

used applied to the Aneritech nunber is arbitrary.

A That's correct. | fornulated those
calculations for illustrative purposes.
Q Once again, I'mgoing to show you

M. Schoonmeker's rebuttal testinmony and his
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Attachnment Nunber 7. That indicates, with the
i mpact of your proposed affordable rate, your
affordabl e rate proposal, and Staff w tness Hoagg' s
ot her proposal s concer ning the use of the HA
docunents, that the conpanies would not obtain
support, and if they were to get back to even
econom cal ly, they would have to increase rates,
such as for G afton the full effect of that woul d
be $39.01, and | won't read all of the nunbers that
are on the exhibit, but it has end user rates as
high as $79.21. M question to you is, using your
expertise, is that an affordable rate?

A Wth respect to the HAl results, | think
you woul d have to talk to M. Hoagg or a Staff
Wi t ness.

Q I"mnot asking you that, Doctor. |I'm

aski ng you whether $79.21 is an affordable rate.

A The question is inprecise. Should
subscribers pay -- what was the figure that you --

Q $79. 21.

A Shoul d subscri bers --

Q For basic service.
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A -- pay $79? No. Should the conpany
through subsidies and through prices that it

charges get $79? That's a different question

Q So the custoner should not be in a
position where -- well, | want to ask you ny
question again. |s $79.21 an affordable rate?

A No.

MR MUNCY: Ckay. Those are all the questions
| have. Thank you, Doctor

EXAM NER WOODS:  Well, I'minterested in the
answer to the other question that you asked;
whet her the conpany shoul d t hrough subsi di es and
ot her neans receive $79.

THE WTNESS: Let me just rephrase it. What
we want -- we don't want to subsidize inefficient
conpanies. |If the conpanies' costs are nore than
one would normal |y expect their costs to be, the
conpani es should not be able to get that noney from
subscribers in ternms of higher rates, or, two, from
subsidies fromother Illinois taxpayers or
subscribers. They should eat it in their rate of

return.
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EXAM NER WOODS: M. Smith.
CRCSS EXAM NATI ON

BY MR SMTH:

Q Is it your understanding that the costs
of providing | ocal exchange service in the rura
areas is higher than it is in the urban area?

A My understanding would be -- it's tough
to generalize, but I would say on average it would
tend to be higher.

Q And by the termefficient, do you nean

that a conpany is profitable?

A No. By efficient | mean it's providing
at the lowest cost it can provide. 1t doesn't have
a Lear jet. It doesn't have an office in downtown

Chicago with a view of the river

Q Is it efficient if its costs without
doi ng those things still exceed its revenues? |Is
it still efficient?

A The question had a | ot of conplications,

and | think you would have to make it nore precise
for me to answer it.

Q Vel |, what did you nean by the term
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inefficient a noment ago?

A That it has higher costs than it shoul d.
VWhat woul d reasonabl e people think the costs should
be? Either you can use an HAl nodel, you can use
judgnment, but | used that exanple. Suppose the
conpany had a Lear jet, and they're charging off
this Lear jet through the cost -- the costs of this
Lear jet to their subscribers in termof high
rates. | would say that was an inefficient
conpany.

Q Ckay. So efficiency is a matter of
j udgrment and whi ch reasonabl e peopl e can di sagree

A Yes.

Q A nonent ago | was trying to find your
reference to an FCC source, and |'ve | ooked now and
I"ve found your Exhibit 3.1, and at the end you
reference an FCC reference book in June of '99. |Is
that what you used to prepare Exhibit 3.1?

A Yes, it is.

Q And woul d that reference have sone of
the national averages for penetration rate and

local rates reflected init?
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A | remenber com ng across material on
penetr ation rates. Wether it's in the sane
docunent | don't know, but | do know the FCC does
provide informati on on penetration rates, state and
nati onal average.

Q And as indi cated by your Schedule 3.01
the study makes sone reference of residential
tel ephone rates throughout the country.

A They had sanple rates of various cities
t hroughout the country. That's correct.

Q M. Mincy awhile ago asked you about the
$79. 21 and whether or not that was an affordable

rate. You indicated it was not.

A VWhat |'m saying is subscriber --

Q No, no, no. | understood.

A Excuse ne.

Q My question is, is anything beyond the

$35 area that you touched on a nonent ago as a
total cost to the custoner the nmaxi mum affordabl e
rate that you would find acceptabl e?

A | personally would not like to see

anything nore than $35, but | point out Wom ng
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where the affordable rate when you include all
these surcharges would be well over 35, probably
well over 45. It's a rural state. Incone varies
simlar to rural counties in Illinois. So
judgnments about the affordable rate can differ. |
personally would not like to see them anything nore
t han about $35.

Q That's total cost.

A That's correct.

MR SMTH That's all.

EXAM NER WOCDS: M. Rooney.

MR, ROONEY: Just another clarifying question,
and | apol ogi ze, but | want to nmake clear.

CRCSS EXAM NATI ON

BY MR ROONEY:

Q Wien you testified to this $35
af fordabl e rate as your maxi num does that include
-- strike that. Let nme start again.

As | understand, your goal is to set a

rate so that | ow incone customers will still take
servi ce. Is that correct?
A That woul d be affordable to | ow i ncome
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househol ds. That's correct.

Q Wul d those be | ow i ncome househol ds
that are eligible for Life-Line conpensation?

A No. You woul d have to have higher
income of that. |If you're eligible for Lif e-Line,
the net affordable rate, net of the subsidy, would
be | ower than $35.

Q Right, and that's precisely my question.
So it's not necessarily those custoners. It's
customers who are above Life-Line?

A Yes.

MR. ROONEY: kay. Thank you.

EXAM NER WOODS: M. Fodor.

MR. FODOR:  Thank you.

MR HARVEY: Is this based on the one question
you asked, Exam ner Wods?

MR FODOR: No. [|'ve never had a chance yet.

MR HARVEY: Onh, |I'msorry.

MR FODOR: | got ski pped.

CRCSS EXAM NATI ON

BY MR FODOR:

Q Dr. Staranczak, | have a few foll ow-ups
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on what everybody el se did before we got to the
second round here, and then I had a few questions
based on your witten testinony.

A Ckay.

Q Leadi ng back to a question that
M. lIrwin was asking you and you responded about
conpetitors, wireless and others, 1'd like to focus
on wireless. Do you know, sir, whether the
services provided by wireless carriers satisfy the
FCC s list of services that qualify for universa
servi ce support?

A I haven't exam ned that.

Q Ckay. That's a fair response.

In response to sonme questions from
M. Smith, you indicated your range is now 25 to
35?

A Wll, | had nentioned the range of about
$35. | also indicated |'man economst. $30 to an
econom st means different things than $30 to an
account ant .

Q And that's nice for us to know for

pur poses of this proceeding, but in your testinony
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on page 6, and | believe it's the rebuttal
testinmony, page 6, line 113, you suggested a

maxi nrum af f ordabl e rate of $34.

A $34 excluding all these --
Q I don't know.
MR HARVEY: 1'll object to that

characterization. Maxinumof $34 established by
the Wom ng USF. | don't know whet her that
constitutes a recomrendati on of any sort.

MR FODOR: Well, you're looking at a

different line than | am | think we all need to

THE WTNESS: Well, perhaps you can --

EXAM NER WOODS: Wl |, we can only speak one
at atime, first of all.

MR FODOR: If we can all turn to page 6, line
113, I'1l reask my question with a direct quote.

EXAM NER WOODS:  Ckay.

A This is in the direct, sir?

MR. HARVEY: No; 112 and 113 on 6 of your
rebuttal.

A 113. I'msorry. Could you read the
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exact |ine?

Q I will, as soon as | findit. Can you
help me? WII you tell nme what exhi bit nunber your
rebuttal is?

A It's Exhibit Nunber 9. | think what
you're referring to i s on page 5 at the bottom

Q No, I'mreferring to page 6, lines 112
and 113. Sir, does your testinony at that point
specifically say: "Staff has not checked what all
stat es have set for the affordable rate levels in
their own USF prograns, but would not support an
affordabl e rate set above $34"?

A Yeah. The affordable rate here of $34
refers to --

MR, FODOR: The yes is sufficient, Your Honor.

A No, 1'd like to explain.

EXAM NER WOODS:  You can do that on redirect.
That's fine. | nean we can get around it. You're
either going to get it now or you're going to get
it on redirect, so.

MR, FODOR: | understand. | would rather get

it inredirect.
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EXAM NER WOODS: | woul d too. That neans
we' re done with cross.

MR SM TH: Not necessarily.

MR FODOR | apologize that | don't have this
all witten up. | thought you were on tonorrow, So

ny notes are a bit askew.

Q I"mreferring back now to your direct
testi nmony.
A Could you refer to a page and |ine

nunber, please?

Q I certainly will, yes. Your direct
testinmony is Exhibit 3. 1'mlooking at page 9. |
t hought | was | ooking at page 9. Please bear with
me just a second.

Vel |, maybe you can help ne find it. Do
you recall making a statenment about famlies just
above the poverty line spending 1.2 percent of
their income on tel ephone, |ocal tel ephone?

A No, | don't recall anything like that.
The average spent by all households is 1.2 percent.

MR HARVEY: | think that mght be page 11.

Q There it is. It's on page 11, |ine 235.
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A Could you -- | think we have -- ny line
nunbers are probably different than yours. Could
you just give me the question that's at the top of
it?

Q The question on top says "Pl ease comment

on option 3", and it goes on

A Yes, | see that, and you're talking
about --

Q Four 1ines down.

A | see that.

Q It says the average urban wage earning

househol d spends approximately 1.2 percent.

A That's correct.

Q The word spends, is that a
characterization by you f romthe source material ?

A Yes.

Q O is that the exact word fromthe
source naterial ?

A It's expenditures.

Q If I told you that | was | ooking at your
source material and the caption said Relative

I mportance, could you accept that subject to check?
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MR HARVEY: Wy don't you show him
A Yeah, why don't you showit to ne?
Q Wl |, good. Then you can tell ne

whether this is, in fact, the right source

mat eri al
(Wher eupon sai d docunent
was provided to the w tness
by M. Fodor.)
A Yeah, | do recall this source materi al

Actually | probably put it in one of ny footnotes.

Q And that's why | have it.

Do you see there that the title says

"Rel ative Inportance of Conponents and Consurner
Price I ndex"?

A Yes, | do.

Q I think I have one nore, and we can get
back to your attorneys.

A This is the first time I'lIl ever be
happy to get back to ny attorneys.

(Laught er)
MR FODOR It's always a joy to the attorneys

when the client finally realizes that he needs us.
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Q Ckay. |I"'mlooking at your direct
testinmony. |I'mlooking at page 6. There, again,
since your line nunbers and mine may differ, ny
entire page 6 is an answer to a question fromthe
bott om of page 5 that began "Shoul d each conpany

have a different affordable rate”

A Yes, | see that.

Q In the testinony that |I'm | ooking at
there's a break, | guess indicating a new
par agr aph.

A Yes. | see that.

Q In that second paragraph on the page

you are making reference to sone nedi an i ncones
based on counti es.

A That's correct.

Q Dr. Staranczak, you draw sone
conclusions fromthe fact that we m ght have
different rates for different small conpanies in
the sane county.

A That's correct.

Q My question to you, sir, is whether you

have any know edge of whether the inconme levels in
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a given county can vary fromregion to region
wi thin the county.

A Yes. | don't have any know edge, but |
bel i eve that they can vary substantially from
region to region of a county. | saw no evi dence
that was the case. No one filed any evidence that

was t he case though.

Q But you didn't do any studies on that
your sel f.
A No, and | understand neither di d the

person proposing these affordable rates.
Q That's okay. That's a question about
burden of proof, and we put those in the briefs.

I lied. | have one last question on
this little scrap of paper here.

As | understand your ultinmate proposal
once an affordable rate is determned, it is your
position that the conpany should increase rates a
m ni mum of $2 the first year, assumng that there's
more than a $2 difference

A That's correct.

Q Ckay. So if there was a $3 difference
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we'd raise rates $2 the first year, $1 the second
year.

A That's correct.

Q Okay. My question to you is what is the
basis for your judgment that $2 would not be rate
shock?

A One way to ook at rate shock is the
i mpact on the penetration rates. A $2 increase
say on the average conpany, average rates was $18.
$2 and $18 is 10 percent. Based on the studies
that 1've seen, that would have a negligi bl e inpact
on the penetration rate. It would cost the
subscri ber $24 a year, $2 a nonth tinmes 12. To ne
that is a very small inpact on inconme. Gasoline
prices changing has a nmuch nore drastic inpact on
real incone of households than the $2 tel ephone
rate, so it's a judgnent figure

Q I understand it's a judgnent. | just
wanted to know t he basis of the $2.

You didn't performany studies yourself
about el asticity.

A Not for this case, but in the past |'ve
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1 spent years |ooking at elasticities.

2 Q Anything you did in the past that you

3 used in this case?

4 A Vell, inny direct | quoted a numnber of
5 -.01 for penetration elasticity. This is based on
6 estimates that I'mfamliar with that | personally

7 estimated for Bell Canada.

8 Q What was the year of that?

9 A The year of that would probably be in
10 the md '80s sonetine.

11 Q Is it your opinion then that the

12 elasticity of tel ephone service has not changed
13 since that time?

14 A You'd have to be nore precise.

15 El asticity of what tel ephone service?

16 Q Local tel ephone service, |andline.

17 A Access?

18 Q Yes.

19 A My impression would be for that it

20 probably woul d have gone down. Penetration rates
21 for -- elasticities for |ocal tel ephone service

22 usual | y depend on the penetration rate. Wen the
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penetration rates go up, the elasticity usually
goes down. | don't want to go into the

mat hemat i cs.

Q Neither do I. Lawyers don't do math
very well
A So |I've noticed.

(Laught er)

Q So are you saying that tel ephones -- are

you saying -- well, let me strike that.
Wuld it be a correct statenent then
that in your opinion tel ephone service is nore

elastic nowthan it was in '84? And when | say

tel ephone service, | nean |landline |ocal service
access.
A No. | would say the exact opposite.
MR FODOR: Ckay. That's all | have.

MR, ROONEY: M. Examiner, | apologize. |
have a confused understandi ng of one concept here
that I have a coupl e questions on

Dr. Staranczak --
MR. HARVEY: Could | just interject here?

This is like the third shot here.
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MR ROONEY: Well, it's in response to --

EXAM NER WOODS:  It's not uncomon in these
hearings for people to follow up on other parties
guestions. o ahead.

MR, ROONEY: Thank you

CRCSS EXAM NATI ON

BY MR ROONEY:

Q Dr. Staranczak, the affordable rate
you're proposing is not for the purposes of setting
these conpani es' actual rates that they charge
custoners. Am| correct?

A The purpose of the affordable rate is to
determ ne what |evel of revenue should be inputed
to the conpanies for purposes of eligibility for
the Universal Service Fund.

Q So when you propose to increase the
affordable rate by $2 | believe, am| correct in
understanding that that's the inmputed rate that
woul d be used to establish the I evel of funding for
uni versal service?

A Yes, but | would expect themto actually

increase the rate $2 as well.
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Q But then they'd have to cone in to the
Conmi ssion for a rate proceeding in order to raise
their rates otherw se?

A You' re getting beyond ny know edge's
t hreshol d.

MR. ROONEY: kay. Thank you. That's it.

MR HARVEY: May | have a nonent ?

EXAM NER WOCDS:  You may.

(Whereupon a short recess
was taken.)

EXAM NER WOODS: Back on the record.

REDI RECT EXAM NATI ON

BY MR HARVEY:

Q Dr. Staranczak, | ask you with sone
trepidation to turn to page 6 of your rebuttal
testinmony, lines 112 and 113, and M. Fodor asked
you a nunber of questions about that.

MR SMTH |I'msorry. Wich one was this?

MR HARVEY: 112, 113, rebuttal testinony,
Exhibit 9.0.

MR SM TH: Ckay.

MR HARVEY:
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Q Dr. Staranczak, reference is nmade there
to an affordable rate of $34. Does that affordable
rate include taxes, surcharges, end user common
line charges, and simlar additional charges?

A No, it doesn't.

MR. HARVEY: Not hing further

EXAM NER WOODS: Ckay. Let's go off the
record.

(Whereupon at this point in
the proceedi ngs an

of f -the-record di scussion
transpired, and the hearing
was in lunch recess unti

2:30 p.m)
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AFTERNOON SESSI ON

(Wher eupon the proceedi ngs
were hereinafter

st enographi cally reported by
Carl a Boehl .)

(Wher eupon Leaf River

Tel ephone Conpany Exhi bi t
Nunber 4 was marked for
purposes of identification

as of this date.)

MR. FODOR: The senator is here, whenever you

are ready.

EXAM NER WOODS:

| amready. Before you sit

down, will you raise your right hand, please.

EXAM NER WOODS:

(Whereupon the Wtness was
duly sworn by Exam ner
Whods. )

Thank you. Be seated.
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SENATOR FRANK C. WATSON
called as a Wtness on behalf of Hone Tel ephone
Conpany, having been first duly sworn, was exam ned
and testified as foll ows:
DI RECT EXAM NATI ON

BY MR FODOR:

Q Sir, would you pl ease state your ful
nane for the court reporter and spell your |ast
namne.

A, Frank Charles Watson, WA-T-S-ON

Q And have you filed sonme prepared

testinmony in this case on behal f of Home Tel ephone

Conmpany?

A Yes, | have.

Q I told you | wasn't going to hand you a
copy, but I think I will. And |l amgoing to give

the court reporter a copy.
Sir, does this appear to be your
prefiled testinmony in this case?
A Yes, it is.
Q Have you reviewed the testinony before

comng in this norning?
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Yes, | have.
This afternoon, | gather?
Yes, | have.

Do you have any changes to nake?

No, | do not.

o » O > O P

If I were to ask you each of the
guestions contai ned on that docunent today, would
you give the sane answers?

A Yes, | woul d.

MR. FODOR:  Your Honor, subject to any cross
that the parties may have, | would offer the
exhibit. | believe -- what's the top of that
exhi bit say, Senator?

SENATOR WATSON:  Si x.

MR, FODOR: Hone Tel ephone Exhibit 6.0, and
woul d tender the Senator for cross exam nation

EXAM NER WOODS:  Any objection to the
i ntroduction into evidence of Hone Tel ephone
Exhi bit 6.07?

MR SMTH:. No, and | concur in the offering
of the exhibit.

EXAM NER WOODS: Docunent is admtted w t hout
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obj ecti on.
(Wher eupon Hone Tel ephone
Conpany Exhibit 6.0 was
mar ked for purposes of
identification as of this
date and admitted into
evi dence.)

The witness is available for cross.

M. Mincy?

MR MUNCY: No cross examination

EXAM NER WOODS:  Mandat ory cr oss.

MR MUNCY: No mandatory cross. You mght get
some friendly cross exam nation if that's all owed
and it is mandatory.

EXAM NER WOCODS: M. Rooney?

MR ROONEY: No.

EXAM NER WOODS: St aff ?

MR, BRADY: No, sir.

EXAM NER WOODS: Heavy hitters?

Vel |, Senator Watson, | think it's not
very dramatic, but the testinobny is admtted into

the evidence and will be considered by the
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Thank you for com ng in today.
SENATOR WATSON: Thank you very much and |
appreci ate you accomvodati ng ny schedul e.

EXAM NER WOODS: Not a probl em

SENATOR WATSON: | appreciate it very nuch.

Thank you. Thank you, sir.
(Wtness excused)
MR IRNN CGood job.

(Laught er)

506

EXAM NER WOODS: M. dausen is next? Wile

he is coming up and getting situated, let's go off

the record just very briefly.

(Wher eupon there was then

had an off -the-record

di scussi on.)

EXAM NER WOODS: Let's go back on the record.

M. d ausen, were you previously sworn?

W TNESS CLAUSEN:. Yes.
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TORSTEN CLAUSEN
called as a Wtness on behalf of the Staff of the
[1'linois Comrerce Comm ssion, having been first
duly sworn, was examned and testified as foll ows:
DI RECT EXAM NATI ON

BY MR HARVEY:

Q M. dausen, would you pl ease state
your name and spell it for the reporter.

A. Yes. M nane is Torsten O ausen
T-ORS-T-E-N  Last nane is d ausen,
C-L-A-USEN

Q Do you have before you two pieces of
testinmony | abeled for identification Staff Exhibit
Nunber 4.0 and Staff Exhibit Nunmber 10.07?

A Yes, | do.

Q Turning your attention to Staff Exhibit

Nurmber 4.0, is that your direct testimony in this

Phase Il of this proceeding?
A Yes, it is.
Q Does it consist of 12 pages of text in

guestion and answer format?

A Yes, it does.
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Q Was it prepared by you?

A Yes.

Q Do you have any additions or corrections
to make to it?

A No.

Q If | were to ask you the questions
contained in Staff Exhibit 10.0 -- or check that,
4.0, would your answers be the sane as those that
are set forth therein?

A Yes, they would be.

Q Turni ng your attention, please, to Staff
Exhi bit Nunber 10. 0, that document, does it consi st
of six pages of text in question and answer format?

A Yes, it does.

Q Is that your rebuttal testinony in this
pr oceedi ng?

A Yes.

Q If I were to ask you the questions
contained in Staff Exhibit Nunber 10.0 today, would
your answers be the same?

A Yes.

Q Wul d you have any corrections or
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addi tions?
A No.
MR HARVEY: | nove for admission of Staff
Exhi bits Nunmber 4.0 and 10.0 at this tine, and
tender the witness for cross exam nation
EXAM NER WOODS: Docunents are admitted
wi t hout obj ecti on.
(Whereupon Staff Exhibits
4.0 and 10.0 were marked for
pur poses of identification
as of this date and admitted
into evidence.)

The witness is avail able for cross.

M. Mincy.
CROSS EXAM NATI ON
BY MR MJINCY:
Q M. dausen, | have some questions about
i mpl ementation issues. If the Conmission were to

adopt intrastate retail revenues as the funding
nmet hodol ogy and there was a need to inplenent the
fund quickly for all |ocal exchange carriers and

i nterexchange carriers as referred to in Section
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13, in the applicable section of the Act, is there
publicly available -- does the Staff have access to
i nformati on or does the public have access to that

information froma source today if, for exanple, it

was determned to be -- let me ask you first of
all -- if the relevant data was for the cal endar
year 20007?

A There is certainly -- as you are

probably well aware, conpanies are required to file
their annual reports with the ICC and so we have
public avail able data for some conpanies. Sone of
the data that is contained in those annual reports
is proprietary, but we do have an understandi ng of
what intrastate retail revenue is by using an
estimate of year 2000 nunbers.

Q And if the year 2000 were chosen as the
rel evant data for initial inplenmentation purposes,
can the Staff, having access to all of the annua
reports, could it determine the intrastate retai
revenues fromthe annual reports?

A | believe to a very reasonabl e extent

that is possible fromthe information that we have
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here at the I1CC for the year 2000. And as we just
tal ked about in the off -the-record about the

wor kshop comi ng up regarding inplenentation issues,
I would just note that Staff is intending on
circulating a proposal out to inplenent the fund
that will begin to operate in Cctober and using
data that is available to us at this tine.

And | amal so aware that M. Schoonnmaker
in his testinony rai ses the sane issues and | think
the proposals are very sinilar when it conmes to how
to inplenment at least the initial phase of this new
Uni versal Ser vice Fund.

Q Am | correct that you provided a data
request response to the Il TA concerning intrastate
retail revenues which M. Schoonmaker then in turn
attached to his rebuttal testinony as |1 TA Exhibit

4, Attachnent 9?

A Correct.

Q And that was your response?

A Correct.

Q And am | correct that, based upon the

information that you do have avail able now, that it
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is the Staff's estimate that for the year 2000 the
Il'linois intrastate retail revenues for |oca
exchange carriers and interexchange carriers
certificated by the Comm ssion is approxi mately
$4.622 billion?

A That is correct.

Q And am 1 also correct that in that data
request response at page 2, that if the Conm ssion
approved a fund in one of your hypotheticals at a
level of $12 nillion, that you are estimating that
for a bill for intrastate tel ecomunication
services of $30, that would result in an end user
surcharge, if the Comm ssion determ ned that was
appropriate, of some 7.8 cents?

A Correct.

Q You made a proposal in your direct
testinmony concerning the recipient carriers
indicating sonme line itens on their bill. You
di scussed that, | believe, at page 11 of your
direct testinmony?

A Correct.

Q | gather, you see from M. Schoonnaker's
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rebuttal testinony that we don't agree with that

pr oposal ?
A I can see that, yes.
Q Wul d you agree that the way you have

depi cted this charge on page 11 of your direct
testinmony, that what you are calling a nonthly Iine
charge is a nunber that would just sinply have to

be back fi gured?

A | agree.
Q And that would not be a rate that
necessarily either -- first of all, it wouldn't be

a rate that was approved by this Conmm ssion in some

fashi on?
A No, it would not be.
Q And al so because of at least the Staff's

proposal s about rate of return limtation and their
use of the HAl nodel, that nonthly line charge
woul d, as it would have to be back figured,

woul dn't reflect either the enbedded cost of

provi ding these services or a forward -1 ooki ng cost
such as those devel oped by the HAl nodel ?

A No, it would not correspond to any of
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t hese nunbers.

MR. MUNCY: Thank you. That's all the
guestions | have.

MR FODOR: It would be mine to foll ow up?

EXAM NER WOODS: Go ahead

CROSS EXAM NATI ON

BY MR FODOR:

Q I am speaking to the sanme piece of
testinmony that M. Mincy was just questioning you
about, your proposal for show ng the universa
service on the customer's bill as a credit. My
guestion is actually nore technical in nature.
Have you considered the inplications for
t el ecommuni cati ons excise tax purposes of show ng
that hi gher nunber on the customer's bi |?

A For tax purposes?

Q If you don't understand, | will ask

anot her questi on.

A Yeah, you m ght want to rephrase that.
Q The 11 linois Departnent of Revenue
enforces the Illinois Tel ecomunicati ons Exci se Tax

Act. That tax is seven percent. The tax is
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i nposed on gross receipts. Under your proposal

the custoner would get a bill show ng that he was
payi ng $55?

A It's not necessarily true. |If you do
fol l ow ny proposal, the amount due would still be

the amount that actually gets paid. So in terns --
| don't know what that nmeans in terns of tax
consideration, but I don't think that would create
necessarily a probl em

Q But you haven't had any conversations
wi th anybody at the Illinois Departnment of Revenue
about the inplications?

A I certainly did not, no.

Q And you don't know whet her they woul d

accept multiplying the seven percent by the 30 or

by the 5572
A I don't know what they would do, no.
Q And if | asked you the sane question

about the Federal Excise Tax of three percent,
woul d you give the sane answer?
I would give the same answer.

Q And if | asked you about the one half
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percent state infrastructure maintenance fee
adm nistered by the Illinois Depart nent of Revenue,
woul d you give the sane answer?

A I would give the same answer.

MR FODOR: That's all | have, Your Honor.

CROSS EXAM NATI ON

BY MR | RAN

Q M. dausen, how | ong have you been on
the staff of the Illinois Comrerce Conm ssion?

A Alittle over one year now.

Q I amgoing to ask you a question, but I
think I know the answer. Have you or any ot her
[Ilinois staff nenber or enployee of the Illinois
Conmrer ce Conmi ssi on had any conmmuni cation with the
Federal Conmuni cati ons Conmi ssion or the National
Exchange Carrier Association respecting the
petition for declaratory ruling on behalf of
Moultrie I ndependent Tel ephone Conpany that is
pendi ng before the Federal Tel ecomruni cations
Conmmi ssi on?

A I can only speak for nyself. | have

not .



10

11

12

13

14

15

16

17

18

19

20

21

22

517

MR ITRWN:. Thank you. No further questions.

EXAM NER WOODS:  Anyone el se? Redirect?

MR HARVEY: | think one question

EXAM NER WOODS: Al right.

MR. HARVEY: You know what? | amnot going to
ask it. No redirect.

EXAM NER WOODS:  Thank you, M. d ausen.

(Wtness excused)

MR ITRWN M. Wods, | don't want to
interrupt but sometimes the mcrophone gets a
little close and there is a high feedback that I am
alittle sensitive to.

EXAM NER WOODS: Yes, | think we all are
Don't get so close to the mcrophone, all right.
Have you been sworn?

(Wher eupon the Wtness was
duly sworn by Exam ner
Whods. )

(Wher eupon Ameritech
IIlinois Exhibits 2.0 and
2.1 were marked for purposes

of identification as of this
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date.)
J. THOVAS O BRI EN
called as a Wtness on behalf of Aneritech
[I'linois, having been first duly sworn, was
exam ned and testified as fol |l ows:
DI RECT EXAM NATI ON
BY M5. HERTEL:
Q Wul d you state your nane for the
record, please, and spell your |ast nane.

A. Excuse me. J. Thonas O Bri en,

OB-RI1-E-N
Q Do you have before you a docunent that
has been marked as Aneritech Illinois Exhibit 2.0

whi ch consists of 25 pages of questions and

answers?
A Yes, | do.
Q Were these prepared at your request and

direction?

A Yes, they were.

Q And if | asked you the sane questions
today, would your answers be the sane?

A Yes, it woul d.
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Q Do you have any corrections or changes

to make to this piece of testinony?

A No, | do not.

Q Do you al so have before you a second
docunent whi ch has been nmarked as Aneritech
[11inois Exhibit 2.17

A Yes, | have that. [|'msorry.

Q And does that consist of 13 pages of
guestions and answers?

A Yes, it does.

Q And did you al so prepare this piece of

testi nmony?

A Yes, | did.

Q If | asked you the sane questions today,

woul d your answers be the sane?

A Yes, they woul d.

Q And do you have any changes or
corrections that you want to nake to this piece
testi nmony?

A No.

M5. HERTEL: | nove to admit Aneritech

Illinois 2.0 and 2. 1.

of
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EXAM NER WOODS:  (bj ection? Docunents are
adm tted w thout objection
(Wher eupon Ameritech
[Ilinois Exhibits 2.0 and
2.1 were admtted into
evi dence.)
M5. HERTEL: M. OBrien is available for
Cross exam nation
EXAM NER WOODS: Wtness is available for
Cross.
MR FODOR: You want nme to start off? |
really don't have nuch.
EXAM NER WOODS:  Ckay.
CROSS EXAM NATI ON
BY MR FODOR:
Q Sir, have you ever been enployed in a
managenent positi on with a rural tel ephone conpany?
A No, | have not.
Q Have you ever been enployed in a nore
operational position with a rural tel ephone
conpany?

A No, | have not.
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Q If | asked you the sane two questions
with respect to snmall tel ephone conpani es, woul d
you give the sane answers?

A Yes, | woul d.

MR FODOR: That's all | have, Your Honor

CROSS EXAM NATI ON

BY MR- MJNCY:

Q Is this your swan song, testifying as a
wi tness while an enpl oyee of Ameritech Illinois?

A I can't answer that since | am under

oath, and | don't know how to answer that.
(Laught er)

MR HARVEY: | think Gephardt's exanpl e m ght
prove instructive on this point.

MR MUNCY: Yeah, | know.

Q M. O Brien, if the Conm ssion
determined that there should be a uniform
per cent age surcharge on custoners' bills in
connection with a fund that is established, |I guess
ny first question to you is can you provi de any
information for the record about how long it would

take Aneritech to inplenment this billing change in
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[11inois?

A. | cannot state exactly what the tinme
period would be, but it would likely take a few
nont hs once it would be determ ned exactly how this
was going to be inplenented in order to get that
programed into the billing systemand be ready to
start doi ng such a percentage surcharge. There may
be the possibility in the neantine of having to do
some sort of tracking so that there could be sone
retroactivity if the fund went into place earlier.

Q In regard once again to inplenentation
i ssues, and you just heard ny discussion with Staff
wi t ness O ausen, and does Aneritech have any
positi on concerni ng how best to inplenment the fund
and what information to use in order to do that in
light of the short anticipated time frame?

A I believe, as | discussed | think in mny
rebuttal testinony, | think that the quickest way
to inplenment a fund, as well as the nost
conpetitively neutral and fairest way, is what I
testified as being a percent surcharge that woul d

be applied to all custoners' bills equally.



10

11

12

13

14

15

16

17

18

19

20

21

22

523

And the reason | say that is | believe
heard M. C ausen indicate that they believe that
they have the anount of retail revenues that would
be generated at |least in the year 2000. Once that
is determ ned and once the ultimate size of the
fund is determ ned, there can be a percent
cal cul ation made right fromthose nunbers. In
ot her words, dividing the size of the fund by the
total intrastate retail revenues would give a
per cent age anount that then could be applied
equal ly to each customers' bill within the state

| believe also as you go down the line
that becones easier to inplenment year in and year
out because you aren't continually having to
determ ne each conpany's anount of retail, figuring
out what their assessnment is, and have themfigure
out how nuch each year they are going to be
assessing their customers. And as custoners nove
fromone conpany to another, it really is going to
have no i npact then on the way that fund size is
det er m ned.

MR. MUNCY: That's all the questions | have.
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EXAM NER WOODS:  Anyt hi ng el se on cross?

MR. HARVEY: Nothing from Staff.

EXAM NER WOODS:  Redirect ?

MS. HERTEL: No.

EXAM NER WOODS: Ckay. Step down.

(Wtness excused)

MR SMTH. One minor matter for the record,
earlier | referred to an affidavit that | was
submitting in response to the notion to strike by
the joint novants. | have had the reporter mark it
as Leaf River Exhibit 4.

EXAM NER WOODS:  Whose?

MR SMTH | have had it marked as Leaf R ver
Exhibit 4 so it will be marked by the record.

EXAM NER WOODS: Okay. It will be admtted
wi t hout obj ecti on.

MR ROONEY: Well, | don't think we are moving
it as evidence. W are identifying it for purposes
of attaching it to the response to the motion to
strike. W would not -- we would object to having
it admtted as evi dence.

MR SMTH: | ammarking it for the record for
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the purposes of the notion.

EXAM NER WOODS: So this was just --

MR SMTH If it's admtted, it should be for
the imted purpose of the notion.

EXAM NER WOODS: | was just trying to figure
out froma derk's office perspecti ve of how we
should deal with this. So are you saying this
shoul d have acconpani ed the origi nal response to
the motion and this is just being filed now?

MR SMTH Yes. | nade certain statenents in
there and this is now statenents nmade under oath to
support what | had asserted. So that's correct.

EXAM NER WOODS:  So this should be taken to
the G erk's office and put with the notion,
wherever the motion is right now

MR SMTH: That's another way to do this.
That's fine.

MR HARVEY: If it would be possible to
circulate it to the other parties as well, | don't
think I have seen this. | don't think I have any
objection to it at all.

MR SMTH: Absolutely. | have copies.
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EXAM NER WOODS: | will get that to the
Cerk's office. Wwo is next, Sully?

MR. FODOR: Nobody left but AT&T's wtness. |
understand there is not going to be any cross, but
| do have a notion to strike portions of her
testi nmony.

EXAM NER WOODS: (kay. Let's take that now.
Cheryl, do you have a copy of the testinony you can
bring me now, please?

M. HAM LL: | do.

MR FODOR: This is all rebuttal, Cheryl. You
ready?

EXAM NER WOODS:  Yeah.

MR. FODOR:  Your Honor, in light of your
ruling yesterday with respect to a notion to strike
by other parties in this docket, | don't know if I
need to identify an individual one of ny conpanies.

EXAM NER WOODS: Not particul arly.

MR FODOR: If | do, | would identify Home
Tel ephone Conpany as the guilty party making the
not i on.

EXAM NER WOODS:  Ckay.
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MR FODOR: | amnoving to strike portions of
the rebuttal testimony and attached exhibits of
AT&T witness Cate Hegstromon the grounds that it
is not rebuttal. | can identify the pages for
ever ybody.

Basically, Ms. Hegstromindicat ed in her
direct testinmony that she was going to provide some
exhibits to show the HAI runs in the future. The
HAI runs that she subsequently provides in her
rebuttal testinony ar e not based on any rebuttal to
any other party's witness. They are based on her
ot her w tness' calculations of the HAl. And for
that purpose nmy motion is to strike begi nning on
page 9, line 7 through the end of the page, page
10, lines 1 through 5, and then it junps over to
page 13, lines 8 through the end of the page

M5. HAMLL: | amsorry. What page was that?

MR FODOR: | amsorry, page 13, line 8 to the
end of the page, and page 14, lines 1 through 16.
Each of these relates to an HAI cal cul ati on based
on Doctor Carke's original direct testinmony and

they are not rebutting any other party's position.
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To the extent that the difference
bet ween these exhibits, one of them shows the
nunbers at the actual cal culation and the other one
shows the nunbers with Ms. Hegstrom s proposed
aver agi ng, that doesn't change the nature of the
under | yi ng presentation. The presentation is
still based on Doctor O arke's original statenents
about which things he would accept and woul d not
accept for the purpose of the HAI inputs.

So, therefore, the notion also with
respect to the text that | identified, that text is
where AT&T Exhibits 5.1, 5.2, 5.3, 5.4, 5.5, 5.6
and 5.7 are identified, and I would nove to strike
each of those exhibits.

MR SM TH.  Concur in the notion

EXAM NER WOODS:  What is the reference in her
direct testinmony that you are tal king about?

MR FODOR | can find it quickly. It is also
the very first reference that | made in her
rebuttal. | think the question refers back to the
direct.

EXAM NER WOODS: | amstill |ooking for your
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assertion that she says she is not rebutting
anybody.

MR FODOR My assertion is that in her direct
testinmony she indicates that she will file these
other things later.

EXAM NER WOCDS:  Yes.

MR, FODOR: And | am suggesting that, based on
the schedule, that's inproper, and I will find the
exact words for you

M5. HAM LL: Your Honor, if | could nove
things along, | think if you will ook at pages 13
and | believe 15 of Ms. Hegstrom s direct
testinmony, those are the areas where she indicates
that -- well, where she states, "This is ny
nmet hodol ogy. Wth ny rebuttal testinony, | will
provi de the runs that shows how that methodol ogy is
i mpl enented and what the results would be fromny
proposed net hodol ogy." Wen you are ready, | wll
respond to the notion

EXAM NER WOODS: (Okay. Let me read this
first, please

(Wher eupon the hearing was
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in a short recess.)
EXAM NER WOODS:  Ckay.
M5. HAM LL: kay. Just to give you a little

synopsi s of what occurred here, when we -- when
Ms. Hegstromfiled her testinmony on May 11, her
direct testinmony, at that tinme we had the March and
the April filings by M. Schoonmaker. Wth the
direct testinmony Ms. Hegstromdid attach as
exhibits to her direct testinmony what the results
would be if you did the runs based on
M. Schoonmeker's revised input to the HAl node
whi ch he proposed and the default inputs to the HAI
nodel .

At the tinme we filed direct testinony on
May 11, Ms. Hegstrom and Doctor Carke filed
direct. Doctor Clarke at that tine nmade revisions
to the HAl default inputs which he stated in his
di rect testinony.

At that tinme -- well, and then M.
Hegstrom al so made sone proposals, well, basically
set forth the AT&T net hodol ogy in her direct

testinmony which is we, for the cost of providing
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| ocal service, we recommend the HAI nodel as II1TA
proposed with the inputs recomended by Doct or
Cl arke, the revised inputs.

In addition to that, our proposal is
that to the extent that any of the small conpany's
excess revenues exceed the access cost using the
HAI default inputs, that conpany ought to be
ineligible. That's the AT&T proposal or
nmet hodol ogi es.

At the tinme we filed the direct
testinmony, we were waiting for -- we wanted to nake
sure we had the npst recent data in terns of access
lines, traffic volume, what have you, fromthe
[ITA. At that time we didn't have the nunbers
readily available. W set forth the methodol ogy in
Ms. Hegstroms direct testinony and said we will,
with our rebuttal testinony, provide what nunbers
cone out of our proposed mnet hodol ogy.

We did not receive discovery from any
conpany regardi ng what our nunbers were going to be
inthe interim Having said t hat, we knew that the

HAI, or I"'msorry, the IITA had the HAI nodel and
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the rel evant data because it's their data. They
coul d have done the runs.

W did as we anticipated, had received
the information, and filed the rates that would
result fromthe met hodol ogy based on the
i nfformation we received fromthe |1 TA on May 31.
That gave the conpanies until the rebuttal date in
June to respond to all the information that AT&T
had put forth. There was no intervening IITA
filing date between the 11th of May and the 31st of
May.

So | disagree that it's inproper
rebuttal in that the actual Staff -- | amsorry,
the actual methodol ogi es that AT&T sets forth for
det er m ni ng what conpani es ought to be eligible for
isinthe direct testinony and will remain as part
of the record.

Basically, the schedules that are, at
| east 5.1 through 5.4, those exhibits and the
rebuttal testinony pretty nmuch set forth, based on
the nost recent data, what adopting AT&T' s

nmet hodol ogy would |l ook like. So if the schedul es
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are stricken, you run the risk then of the
Conmi ssi on adopting AT&T' s proposed met hodol ogy

whi ch we hope they do, but it seens to ne the

Conmmi ssion woul d want to have the docunentation
available to say or to look at to deternmine, if |
adopt AT&T's methodol ogy, this is what t he results
will look Iike because the inputs are what the

i nputs are.

As to some of the testimony and exhibits
that M. Fodor refers to, for exanple, the parts he
nmoves to strike on pages 10 and 14 of the rebutta
testimony and Schedules 5.5 through 5.7, it
actually tal ks about what nunmbers would arise using
the AT&T inputs, but using the nmethodol ogy that
Staff proposed in its May 11 testinony that we were
clearly entitled to rebut on May 31

So | guess in closing, ny positionis it
is not inproper rebuttal. The conpani es knew what
our et hodol ogy was back on May 11. They could
have made the runs thensel ves. They coul d have
done di scovery. And the Comm ssion, | think, would

run the risk of not having conplete and ful
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information if they had a nmethodol ogy out there and
don't have the schedule or sonething to look at to
say, if we adopt this, this would be the end result
of our policy decision. Thank you

EXAM NER WOODS: Okay. Response?

MR. FODOR: No reply.

EXAM NER WOODS: (Okay. | amgoing to think
about this and I will let you know what | am
thinking about. | don't recall the testinony of

any witnesses on direct indicating that there would
be further filings at a |later date that were
subject to the notion to strike. | think that's a
distinction that is very inportant here.

I mean, obviously the ruling on t he
notion to strike was basically based upon two
things. One, it didn't actually go to rebut
anything in the direct case, but | think nore
i mportantly there was the elenment of sur prise in
that brand new cost studies canme in at a date when
it was not possible for anyone to do any neaningfu
di scovery or prepare testinony with no filing date

af t erwar ds.
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I think there is a distinction here in
that there were clearly an indication that this
stuff was going to be in the rebuttal testinony,
which to ne takes the el enent of surprise out.

I will look alittle nore carefully as
far as what it actually goes toward rebutting
over ni ght and nmake ny ruling tonorrow, but ny
inclination is it is going to cone in.

Do we have any other wi tness? Just
Ms. Hegstrom So we will hold her in abeyance
pending -- well, that's going to be late-filed
anyway.

M5. HAM LL: Yes, the affidavit w th whatever
cones in will have to be late-filed in July. Thank
you.

EXAM NER WOODS: Ckay. O f the record.
(Wher eupon there was then
had an off -the-record
di scussion.)

(Wher eupon the hearing was
in a short recess.)

EXAM NER WOODS: This cause is continued to
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See ya.
(Wher eupon the hearing in
this matter was conti nued
until June 21, 2001, at 9:00
a.m in Springfield,

[1linois.)



